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CURRENT EVENES 


Calendar of Events 

October 18—7:30 P. M.— Round 
‘Table Forum — Subject: Restau- 
rant Accounting—Location: Hotel 
Woodstock, 127 W. 43rd Street, 
New York City. 

October 19—Regular meeting of the 
Board of Directors. 

October 23 — Seventeentii Annual 
All-Day Conference — Location: 
Waldorf-Astoria Hotel, Lexington 
Avenue and 49th Street, New York 


City. 
October 25—7:30 P. M.— Round 
Table Forum — Subject: Con- 


tractors’ Accounting — Location: 
Hotel Woodstock, 127 W. 43rd 
Street, New York City. 

November 1 —7:30 P. M.— Round 
Table Forum — Subject: Petrol- 
eum Industry Accounting—Loca- 
tion: Hotel Woodstock, 127 W. 
43rd Street, New York City. 

November 8 —7:30 P. M.— Round 
Table Forum — Subject: Real Es- 
tate Accounting—Location: Hotel 
Woodstock, 127 W. 43rd Street, 
New York City. 

November 15—7:30 P. M.—Round 
Table Forum—Subject: Automo- 
bile Dealers’ Accounting — Loca- 
tion: Hotel Woodstock, 127 W. 
43rd Street, New York City. 

November 16—Regular meeting of 
the Board of Directors. 

November 20—5 P.M. and 7:45 P.M. 
—Society Meeting—Subject: Fed- 
eral Taxation — Location: Wal- 
dorf- Astoria Hotel, Lexington 


Avenue and 49th Street, New York 
City. 

November 21—7:45 P. M.—Society 
Meeting—Subject: Social Security 
-—Location: Waldorf-Astoria Ho- 
tel, Lexington Avenue and 49th 
Street, New York City. 


Seventeenth Annual Fall Conference 

The seventeenth all-day conference 
will be held at the Waldorf-Astoria 
Hotel on Monday, October 23, 1939. 

The program will consist of three 
sessions. Morning Session—Account- 
ing Machinery Forum. Afternoon 
and Evening Sessions will be devoted 
to a discussion of “Extensions of 
Auditing Procedure” with particular 
reference to “Certificates”, ‘“Ac- 
counts Receivable” and “Inventor- 
ies”. A complete program is being 
mailed to the members. 

Members who expect to attend the 
Accounting Machinery Forum are 
urged to read the paper appearing on 
page 16 of this issue. 

Form SS-la 

The Society has prepared a supply 
of the Treasury Department’s Form 
SS-la for use of accountants. These 
forms are plainly marked “Copy to 
be retained by accountant” and can 
not be used for the filing of returns. 
Copies are available to members at 
one cent each plus postage. 


Enrollment in Naval Reserve 

The United States Naval Reserve 
desires to enroll a number of young 
college graduates who are engineers 
or accountants. Men in good phy- 
sical condition not over twenty-six 
years old may obtain an Ensign’s 
commission. 

In the New York City area appli- 
cants should apply in person to Cap- 
tain Henry D. Mel on the 14th floor 
of 90 Church Street. Others should 
write directly to the Bureau of Navi- 
gation, Washington, D. C. for appli- 
cation forms and the address of the 
nearest Navy or Reserve surgeon 
who can give the physical examina- 
tion. 
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Fourth Series of 
Round Table Forums 

So much interest has been evi- 
denced by members of the Society 
in the round-table discussions held 
during the past two years that a 
fourth series has been scheduled and 
will be held in the Hudson Room of 
the Hotel Woodstock, 127 West 
43rd Street, New York City on Wed- 
nesday evenings beginning October 
18th and continuing through Novem- 
ber 15th. Dinner will be served at 
6:30 P. M. for $1.40. Attendance 
for each meeting of this series will 
be by reservation only, and reserva- 
tion cards have been mailed to the 
members. 

The dates and the committees 
sponsoring the meetings are as 
follows: 

October 18th—Restaurant Account- 
ing—Joseph Brodier. Chairman. 

October 25th — Contrsctors’ Ac- 
counting—George Rea, Chairman. 

November Ist—Petroleum Industry 
Accounting—Leonard S. Davey, 
Chairman. 

November 8th—Real Estate Ac- 
counting—Allan C. George, Chair- 
man. 

November 15th—Automobile Deal- 
ers Accounting — Alfred Wm. 
Oldehoff, Chairman. 

The plan will follow the series 
held in the Spring, and consists of 
a presentation of subject matter by 
means of prepared papers presented 
by members of the committee last- 
ing not more than three quarters 
of an hour followed by open discus- 
sion until the closing time of 
9:30 P. M. 


Papers Discussed at 
Round Table Meetings 

Papers are being prepared and will 
be published in succeeding issues of 
the Monthly Bulletin covering the 
topics discussed at the Spring series 
of round-table forums. 

The paper discussed at the forum 


on Mining and Smelting Accounting 
held on May 10, 1939 will not be pub- 
lished in “The New York Certified 
Public Accountant” inasmuch as 
this article appears in the August 
1939 issue of “The Journal of 
Accountancy”. 


Note to Members 

It has been brought to our atten- 
tion that many members do not no- 
tice the current events as they ap- 
pear in the Monthly Bulletin. In 
order to keep posted as to what is 
going on in the Society, and not to 
miss notices of importance, it is sug- 
gested that members read the current 
events section of the Bulletin when 
the Bulletin is received, even though 
they do not find it convenient to 
read the entire Bulletin immediately 
upon its receipt. 


Accountants Tackle Tough 
Problems 

Knotty problems of accountants 
are scheduled for a thorough going 
over during the Third National Ac- 
counting Conference at the Edge- 
water Beach Hotel in Chicago on 
November 13-15 inclusive. The Con- 
ference will be held under the 
sponsorship of the Edison Electric 
Institute. 

As a departure from the policy ad- 
hered to in previous years, arrange- 
ments have been made with several 
of the national accounting associa- 
tions whereby speakers will not only 
be sponsored by these associations, 
but their interested membership 
urged to attend. 

Some of the subjects being sched- 
uled for discussion are: how pension 
plans may be coordinated with social 
sectirity provisions, how original 
cost problems are being solved, what 
misconceptions will fall by the way- 
side in the “accountancy of tomor- 
row’, effective control of materials 
and supplies inventory, and study of 
ways of reducing commercial costs 
through elimination of  repititive 
routines. 
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Current Events 


Society Employment Service 


The Committee on Employment 
desires to draw the attention again 
of the members of The New York 
State Society to the Employment 
Service maintained at the Society’s 
office. This important phase of the 
Society’s activities has been unos- 
tentatiously, but effectively, carried 
on under the supervision of the office 
staff with excellent results and many 
expressions of appreciation have 
been received from members of the 
Society and others. 


Courteous and intelligent treat-. 


ment is accorded all registrants and 
sound judgment and discernment ex- 
ercised in the contracts established 
between employer and employee. 
An active and carefully classified 
file of registrants is maintained 
rendering it possible to answer all 
inquiries promptly. The strictest 
confidence is observed at all times 
and no charge is made for the 
service. 


Members of the Society seeking 
employment are urged to avail them- 
selves of the service; the registra- 
tion of non-members will be ac- 
cepted provided they are qualified 
by education, experience and char- 
acter for public work. Satisfactory 
personal and business references 
are required in all instances. 


The co-operation of members of 
the Society who are employers is 
especially sought and they are asked 
to notify the office of their require- 
ments describing fully the type of 
men desired, experience required, 
age, etc. Every effort will be made 
to meet these requirements by care- 
ful selection from registrants and in 
cases where suitable men are not 
available they will be immediately 
advised. 

A regular and systematic use of 
the Employment Service would en- 
hance its value and effectiveness to 
emplover and employee alike. 


Accounting Research Bulletins 


The Committee on Accounting 
Procedure of the American Institute 
of Accountants announces publica- 
tion of bulletins containing pro- 
nouncements of the Committee on 
Accounting Procedure. The prep- 
aration of these and subsequent bul- 
letins to be issued have been and 
will be aided greatly by the research 
department of the Institute estab- 
lished a few months ago. 


The first three bulletins, issued as 
of September 1, 1939, are concerned 
with the following subjects: 


No. 1 General Introduction and 
Rules Formerly Adopted. 


No. 2 Unamortized Discount and 
Redemption Premium on 
Bonds Refunded. 


No. 3 Quasi-Reorganization or 
Corporate Readjustment 
(Amplification of Insti- 
tute Rule No. 2 of 1934). 


In accordance with instructions of 
the council of the Institute, the Com- 
mittee on Accounting Procedure, has 
undertaken the study of important 
questions of accounting procedure. 
The Committee’s findings will be 
issued from time to time as research 
projects are completed. 


A copy of each bulletin has been 
sent to each member and associate of 
the Institute, and additional copies 
will be made available to members 
and non-members at prices varying 
with the cost of producing each bul- 
letin. The first three bulletins are 
offered at the following prices and 
may be obtained from the American 
Institute of Accountants, 13 East 
41st Street, New York City: 


Bulletin No. 1 will be given without 
charge with orders for Nos. 2 and 3. 
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New York State Society Regional 
Chapter Conference 


Round-table discussions on the 
subjects of “Examination of Inven- 
tories and Receivables”, ‘“Account- 
ants’ Partnerships”, “Form of Audit- 
or’s Report” and “Appointment of 
Auditors” were among the items of 
interest on the program of the Sixth 
Annual Regional Chapter Confer- 
ence of The New York State Society 
of Certified Public Accountants held 
at Inlet, N. Y., June 23 to 25. 

The conference was sponsored by 
the Albany, Buffalo, Rochester and 
Syracuse chapters of the Society, 
and attracted a registration of over 
one hundred certified public account- 
ants from the chapter cities and 
metropolitan area. 

Victor H. Stempf, president of 
The New York State Society, was 
general chairman of the conference 
which opened on Friday afternoon, 
June 23rd, with a discussion on “Ex- 
amination of Inventories and Re- 
ceivables” as presented in the recent 
report on “Extensions of Auditing 
Procedure”. Edward P. Klingen- 
meier, President of the Buffalo Chap- 
ter, presided at the session. The 
speakers, who were members of the 
Society’s Special Committee on 
Auditing Practice and Procedure, re- 
viewed the background of the spe- 
cial report and then explained and 
answered questions concerning vari- 
ous aspects of the questions. 

A discussion on the subject of 
“Accountants’ Partnerships” was 
held on Friday evening, June 23rd, 
and this was followed by an address 
on “Accountants’ Liability Insur- 
ance” by Richard T. Wood of New 
York. Ralph S. Good, President of 
the Rochester Chapter, presided at 
this session. 

The second day of the conference 
opened with a golf tournament and 
other games in the morning and 
after luncheon, the conference was 
called to order by President Stempf 


for a round-table discussion of “Ap- 
pointment of Auditors” and “Review 
of Engagements”. 

At the Saturday evening session, 
June 24th, Milton E. Loomis, Asso- 
ciate Commissioner and Acting 
Assistant Commissioner for Higher 
and Professional Education, of New 
York State, gave an inspiring ad- 
dress on the subject “The Profession 
and the Public”. William J. Nus- 
baum, President of the Albany Chap- 
ter, presided at the session and in- 
troduced Leonard Houghton, of 
Saranac Lake, who presented the 
prizes for golf competition. 

The Victor H. Stempf trophy for 
low gross score in golf was awarded 
to William A. Newman, Jr., of Syra- 
cuse and. the James F. Hughes 
trophy for low net score was won by 
Wendell N. Butler of Syracuse. The 
Syracuse chapter team, whose mem- 
bers were George E. Bennett and 
William A. Newman, Jr., won the 
Frederick H. Hurdman golf trophy 
for chapter team competition. Other 
prizes were awarded to Messrs. 
Andrew Stewart, Charles H. Dyson, 
Archie F. Reeve, Freeman H. Davis, 
Norman E. Webster and Ludwig B. 
Prosnitz of New York; Carl D. 
Thomy of Rochester, Raymond F. 
Murphy of Syracuse, George E. Ben- 
nett of Svracuse, Maurice W. Powers 
of Syracuse and Ralph S. Good 
of Rochester. Door prizes were 
awarded to Charles J. J. Cox of New 
York, Mrs. Christopher L. Roscher 
of New York and Mrs. A. A. Kreher 
of Buffalo. Prizes for other games 
were awarded to Mrs. Williams of 
Rochester and Mrs. Dyson of New 
Jersey. 

Following the presentation of 
prizes, Mr. Loomis presented his ad- 
dress. He was heard by a large audi- 
ence which included members and 
guests of the Society and its chap- 
ters. At the conclusion of the ad- 


dress, President Stempf spoke briefly 
and the conference was adjourned. 
Special entertainment was pro- 
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Current Events 


vided for the ladies and consisted of 
a short automobile trip followed by 
tea, boat ride, and bridge party. 

Sunday, June 25th, the third day 
of the Conference was given over to 
recreation. 


Accountants’ Office Procedure 


The Technical Committee on Ac- 
countants’ Office Procedure will un- 
dertake surveys of prevailing prac- 
tices among accounting firms in 
connection with specific phases of 
office routine and procedure. Some 
of the subjects now under considera- 
tion by the Committee are: 


(a) The methods and records em- 
ployed by accounting firms in con- 


nection with their own business 
affairs; 

(b) Methods of control of time on 
accounting engagements and_ the 


translation of time into dollar cost; 
(c) Billing procedures ; 


practices and 


(d) Employment 
policies ; 

(e) Staff training methods; 

(f) Office rules and regulations ; 


(g) Filing systems in particular 
reference to working papers, ac- 
counting reports, tax returns, etc. ; 


(h) Stenographic and typing pro- 
cedures. 


The Committee desires to give 
preferential consideration to the sub- 
ject matters which would be of great- 
est value to the membership and 
therefore invites comments and sug- 
gestions from the membership. 

Besides, in every accounting office, 
the occasion frequently arises when 
it would be helpful to know what is 
the prevailing practice among ac- 


countants in connection with a spe- 
cific troublesome matter. The Com- 
mittee therefore invites inquiries 
from the membership on _ specific 
phases of office procedure and will 
give these inquiries its preferential 
consideration. The Committee will 
recommend to the Board of Directors 
for publication such of its findings as 
it believes will be of interest to the. 
entire profession. 


Arthur Wilmott 

Arthur Wilmott, a valued and es- 
teemed member of the Society since 
April, 1909, passed away on May 21, 
1939. 

Mr. Wilmott was a certified public 
accountant of New York and Ohio. 
He was a member of the Ohio So- 
ciety of Certified Public Accountants 
and the American Institute of Ac- 
countants. Mr. Wilmott was in pub- 
lic accounting practice, under his 
own name, from 1907 until the time 


of his death. 


Jack Mitchell 
Word has been received of the 
death of Jack Mitchell, of J. Mitchell 
Company, on August 3lst, after a 
lingering illness. Mr. Mitchell had 
been a member of the Society since 
March, 1937. 


Cornelius J. O’Donoghue 
Cornelius J. O'Donoghue, a mem- 
ber of the Society since February, 
1926, died suddenly at his home on 
September 6th, at the age of 53. He 
was also a member of the American 
Institute of Accountants. 


In their passing the Society has 
suffered a great loss. 
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BOOK REVIEWS 


Financial Statements. By M. B. Dan- 
iels. American Accounting Associa- 
tion, Monograph #2, Chicago, IIli- 
nois, 1939. 215 pages. $1.00. 


This book is well written, inter- 
esting and merits careful study by 
students of accounting. However, 
so much emphasis has been placed 
upon conformity in statement pres- 
entation with generally accepted ac- 
counting practices and _ principles 
that any work of this kind is most 
useful to the student when it points 
out such differences as may exist 
between opinions expressed by the 
author and what may be considered 
generally accepted opinions as to 
the same matters. In a number of 
instances personal viewpoints are 
expressed with conviction, although 
such viewpoints differ from the gen- 
erally accepted ones. 


The first chapter deals with the 
nature and purposes of financial 
statements, while the second and 
third chapters cover the content and 
arrangement of balance sheets and 
income statements. Succeeding chap- 
ters are devoted to supplementary 
financial statements, consolidated 
statements, recent progress in state- 
ment practice and valuation prob- 
lems. A great many examples are 
included in the book, taken from 
published reports. The inclusion at 
the beginning of Chapter 1 of defini- 
tions of certain terms is to be highly 
commended. There is so much dif- 
ference of opinion as to what certain 
words may mean or what they may 
include that a student is materially 
helped by understanding at the be- 
ginning just what the author means 
when he uses certain terms or words. 


The book is a definite contribu- 
tion to accounting literature. It is 


well worth reading by practitioners 
as well as by students of accounting. 


Norman J. Lenhart. 


New York Laws Affecting Business 
Corporations (Annotated) Revised to 
June 20, 1939, Twentieth Edition. 
By J. B. R. Smith. United States 
Corporation Company, Publishers. 
565 pages, $2. 

The recent legislature, in a lengthy 
session, adopted twenty-five separate 
acts within the scope of this publi- 
cation. They substantially affect 
thirty-five sections oi the General 
Corporation Law, the Stock Corpo- 
ration Law, the Membership Cor- 
porations Law, the Tax Law and the 
applicable provisions of the Penal 
Law; including a new convertible 
shares act, which became Section 27 
of the Stock Corporation Law. Be- 
sides there have been numerous 
changes in the several miscellaneous 
acts included; making the revision 
contained in this edition one of prim- 
ary importance. 


Truth in Accounting. By Kenneth 
MacNeal. University of Pennsyl- 
vania Press, Philadelphia, 1939. 334 
pages, $3.50. 

This book goes to the very heart 
of one of the most perplexing ques- 
tions in modern business-how, for 
the protection of stockholders, man- 
agement, and the public, can finan- 
cial statements be made to reflect 
truthfully and accurately the status 
and earnings of a business? 

The author believes in broader edu- 
cation for accountants; he also be- 
lieves that accounting has many 
serious imperfections and he sug- 
gests revision of principles he re- 
gards as unsound. Accountants, he 
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Book Reviews 


says ,“should learn to be valuers or 
should employ valuers. Only a mas- 
tery of the appraiser’s comparatively 
simple technique stands between ac- 
countants and a brilliant future of 
unparalleled service to business and 
to the public.” 


Accounting Concepts of Profit. By 
Stephen Gilman. The Ronald Press 
Company, New York, 1939. 635 
pages, $5. 

The author justifies his work in 
events of the past few years which 
have seen accounting emphasis shift 
“from the balance sheet to the profit 
and loss viewpoint”, and he presents 
“the more important conventions, 
doctrines and rules which influence 
the determination of accounting 
profits.” Several chapters are de- 
voted to net profit problems that are 
connected with inventories and fixed 
assets. 


Principles of Accounting. By Roy 
B. Kester, Fourth Edition. The Ron- 
ald Press Company, New York. 703 
pages, $4. 

Dr. Kester’s “Principles of Ac- 
counting” enters upon its twenty- 


second year in a fourth edition, re- 
vised and enlarged to fit the growing 
demands of business for trained 
bookkeepers. It also lays a firm 
foundation for the further education 
that will give the student a fair claim 
to call himself an accountant, public 
or private. 


Three Publications of the American 
Management Association in the Fin- 
ancial Management Series 

Problems and Responsibilities of the 
Finance Officer. By Jules I. Bogen, 
George Cochrane, Roy A. Foulke 
and Stuart A. Rice. Series Number 
56. 32 pages, $.50. 


Determination of Depreciation and 
Obsolescense Policy. By Bleecker L. 
Wheeler, Wyman P. Fiske, Roscoe 
Seybold, and Edward J. Cheney. 
Series Number 57. 28 pages, $.75. 


Effects of Governmental Policies on 
Financial Management. By Paul Stud- 
enski, Mark M. Jones, Randolph E. 
Paul, Arthur A. Ballantine, Leslie 
Mills and Victor H. Stempf. 52 
pages, $.75. 
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Successful Candidates at New York State 
C. P. A. Examinations, April, 1939 


The names of all persons who passed the April, 1939 examinations 
given by New York State to those who would become Certified Public 
Accountants have been received by the Society from the State Education 


Department. 


These successful candidates are now eligible for a certificate as a C. P. A. 
provided they have submitted satisfactory evidence to the Education 
Department of the State of good moral character and evidence of academic 
and professional qualifications for the public practice of accountancy. 


The list is as follows: 


Allen, Charles B. 
Andrews, Charles 
Andriuzzi, Leonard A. 
Auteri, James 
Axelrod, David 
Baff, Lawrence W. 
Baker, Abraham A. 
Barko, Seymour 
Barnes, James T. 
Barry, Richard F. 
Bassett, James V. 
Battisti, Albert D. 
FEeckers, Leonard F. 
Berger, Victor M. 
Bergstein, Abraham 
Bergstein, Bernard 
Berlin, Samuel 
Berro, Morris 
Blend, John W., Jr. 
Bloom, David 
Borowitz, Harry 
Eugene L. 
3riloff, Abraham J. 
srown, Benjamin 
Browne, Richard H. 
Brutsche, Charles B. 
Burdick, Julian H. 
Burhenne, Charles F. 
surhenne, Emil R. 
Busardo, John A. 
Chase, Charles L. 
Chinlund Harold C. 
Citrin, Solomon 
Clarke, Harry A. 
Cohen, Abraham 
Cohen Arthur A. 
Cohen, Isidore 


307 W. 90th Street, New York City 

71 Carol Street, Lynbrook, N. Y. 
3032—85th Street, Jackson Heights, N. Y. 
367 Bronx Park Avenue, New York City 
2076 Bryant Avenue, New York City 
4910—15th Avenue, Brooklyn, N. Y. 

412 St. Mark’s Place, Staten Island, N. Y. 
646 Argyle Road, Brooklyn, N. Y. 

84-09 Talbot Kew Gardens, Kew Gardens, N. Y. 
170 Fenimore Street, Brooklyn, N. Y. 
3564—89th Street, Jackson Heights, N. Y. 
55 Hanson Place, Brooklyn, N. Y. 

1133 E. 7th Street, Plainfield, N. J. 

331 E. 123rd Street, New York City 

3070 Bainbridge Avenue, Bronx, N. Y. 

3070 Bainbridge Avenue, Bronx, N. Y. 

168 Beach 129th Street, Belle Harbor, N. Y. 
172 So. 9th Street, Brooklyn, N. Y. 

675 Evergreen Avenue, Brooklyn, N. Y. 
1711 Davidson Avenue, Bronx, N. Y. 

470 Crescent Street, Brooklyn, N. Y. 

175 Schenectady Avenue, Brooklyn, N. Y. 
152 So. 4th Street, Brooklyn, N. Y. 

1460 Carroll Street, Brooklyn, N. Y. 

Hotel Embassy, Broadway & 70th Street, New York City 
237 E. 87th Street, New York City 

1411 W. 4th Street, Brooklyn, N. Y. 

1523 E. 38th Street, Brooklyn, N. Y. 
10334—121st Street, Richmond Hill, N. Y. 
2153 E. 36th Street, Brooklyn, N. Y. 

Room 1626, 17 Battery Place, New York City 
314 E. 41st Street, New York City 

47 Featherbed Lane, Bronx, N. Y. 

97 Remington Road, Manhasset, N. Y. 

1114 Lawn Court, Brooklyn, N. Y. 

1001 Home Street, New York City 

476 Schenck Avenue, Brooklyn, N. Y. 
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Successful Candidates at New York State C. P. A. Examinations, April, 1939 


Cohen, Philip A. 
Cchen, Raphael 
Cohen, Samuel R. 
Cohn, Louis 
Connelly, Thomas J. 
Coopersmith, Edward 
Coupe, Douglass 
Cousins, James F. 
Daum, Charles 
Davidson, Leo 
Davis, Sidney L. 
DeTerlizzi, Ralph 
Dick, Harry 
Dobkin, Herman J. 
Doctorin, Isidore 
Douglas, Sidney 
Drews, Rudolph J. 
Drummond, Ralph O. 
Ellis, James T. 
Engelberg, Pincus 
Estey, Theodore H. 
Evers, John C. 

Falb, Irving 
Feleppa, Ernesto J. 
Fenton, Daniel M. 
Ferman, Abraham 
linkelstein, Max 
Fischer, Nathan 
Fleming, William R. 
Follett, Harold W. 
Forsberg, Carl H. 
Forth, J. Vernon 
Friedland, Leon A. 
Friedman, Hyman 
Friedman, Michael L. 
Frisch, Fred I. 
Furst, Ira 

Gage, Martin A. 
Garber, David 
Gelfond, Abraham W. 
Gluckman, Norman 
Goldberg, Arthur 
Goldberg, Esther 
Goldfarb, Charles 
Goldman, Robert 
Goldstein, Joseph 
Goldstein, Stanley G. 
Gorman, Francis J. 
Grifhoest, Arnold H. 
Gruhin, Louis A. 
Gualtieri, Frank 
Guest, Stanley F. 
Gunsard, Eugene D. 


136 W. 7th Street, Brooklyn, N. Y. 

217 Albemarle Road, Brooklyn, N. Y. 

435 E. 92nd Street, Brooklyn, N. Y. 

917 E. 31st Street, Brooklyn, N. Y. 

316 W. 19th Street, New York City 

252 Lehigh Avenue, Newark, N. J. 

236 Stratford Road, Brooklyn, N. Y. 

126 Riverside Drive, New York City 

4th & Waterside Avenue, Northport, N. Y. 

2535 Cruger Avenue, New York City 

440 E. 9th Street, Brooklyn, N. Y. 
Ardsley, N. Y. 

469 Elizabeth Avenue, Newark, N. J. 

2675 Creston Avenue, Bronx, N. Y. 

1204 Shakespeare Avenue, New York City 

188 Parkside Avenue, Brooklyn, N. Y. 

538 Weaver Street, Larchmont, N. Y. 

104 Inwood Avenue, Pt. Lookout, N. Y. 

25 Monroe Place, Brooklyn, N. Y. 

604 Miller Avenue, Brooklyn, N. Y. 

195 Broadway, New York City 

9208 Ridge Boulevard, Brooklyn, N. Y. 

52 Riverside Drive, New York City 

2629 Sedgwick Avenue, New York City 

62 W. 58th Street, New York City 

1810 Weeks Avenue, New York City 

261 W. 22nd Street, New York City 

656 E. 160th Street, New York City 

155 W. 22nd Street, New York City 

22 Aurora Street, Moravia, N. Y. 

16 Morris Court, Summit, N. J. 

1786 St. Paul Street, Rochester, N. Y. 

70 McKibben Street, Brooklyn, N. Y. 

836 Montgomery Street, Brooklyn, N. Y. 

248 E. 121st Street, New York City 

615 Rugby Road, Brooklyn, N. Y. 

1860 Billingsley Terrace, New York City 

122 Eames Place, New York City 

300 Ocean Parkway, Brooklyn, N. Y. 

456 E. 175th Street, New York City 

2200 Walton Avenue, Bronx, N. Y. 

1541—40th Street, Brooklyn, N. Y. 

345 Bedford Avenue, Brooklyn, N. Y. 

1005 Jerome Avenue, Bronx, N. Y. 

340 W. 56th Street, New York City 

2067—83rd Street, Brooklyn, N. Y. 

45 Baldwin Avenue, Newark, N. J. 

68th Avenue, Brooklyn, N. Y. 

8650—77th Street, Woodhaven, N. Y. 

345 Bergen Avenue, Jersey City, N. J. 

1302 DeKalb Avenue, Brooklyn, N. Y. 

1781 Riverside Drive, New York City 

3524—72nd Street, Jackson Heights, N. Y. 
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936 E. 178th Street, New York City 

13 W. Carl Avenue, Baldwin, N. Y. 

3433 DeKalb Avenue, Bronx, N. Y. 

2083 E. 18th Street, Brooklyn, N. Y. 

102 Cleveland Terrace, Bloomfield, N. J. 

435 W. 23rd Street, New York City 

50 E. 212th Street, New York City 

1315 Eastern Parkway, Brooklyn, N. Y. 

1060 Sheridan Avenue, New York City 

395 Maple Street, Brooklyn, N. Y. 

221 E. 57th Street, Brooklyn, N. Y. 

1645 Grand Concourse, New York City 

645 Jefferson Street, West New York, N. J. 

64 Midland Avenue, Glen Ridge, N. J. 

636 Serpentine Road, Staten Island, N. Y. 

2 W. 20th Street, New York City 

1630 Macombs Road, New York City 

66 W. 69th Street, New York City 

33 Canal Street, New York City 

212 E. 182nd Street, Bronx, N. Y. 

111 Mount Hope Place, New York City 

1272—48th Street, Brooklyn, N. Y. 

1230 Sheridan Avenue, Bronx, N. Y. 

2065 Haviland Avenue, New York City 

3515—80th Street, Jackson Heights, N. Y. 

1184 Cromwell Avenue, Bronx, N. Y. 

134 So. 9th Street, Brooklyn, N. Y. 

16 Munn Street, Montclair, N. J. 

334 Roger Avenue, Brooklyn, N. Y. 

341 Palisade Avenue, Cliffside Park, N. J. 

128 Willow Street, Brooklyn, N. Y. 

16 Millers Lane, New Hyde Park, N. Y. 

1881 E. 21st Street, Brooklyn, N. Y. 

1267 Hollywood Avenue, Bronx, N. Y. 

2775 Morris Avenue, New York City 

1348 Ocean Avenue, Brooklyn, N. Y. 

355 Frost Road, Waterbury, Conn. 

4071 Elberstson Street, Elmhurst, N. Y. 

2288 Mott Avenue, Far Rockaway, N. Y. 

1061—57th Street, Brooklyn, N. Y. 

789 St. Marks Avenue, Brooklyn, N. Y. 

7 Grove Street, Cranford, N. J. 

A. P. W. Building, Albany, N. Y. 

1469 Longfellow Avenue, Bronx, N. Y. 

4221 Ithaca Street, Elmhurst, N. Y. 

1215 Tally Road, Beil Fonte, Del. 

243 Bergen Street, Brooklyn, N. Y. 

104-19—116th Street, Richmond Hill, N. Y. 

18 Clinton Street, Bloomfield, N. J. 

2316 University Avenue, New York City 
Mahwah, N. J. 

920—72nd Street, Brooklyn, N. Y. 
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1702 Avenue A, Brooklyn, N. Y. 
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The Application of the Keysort and Pegboard 
to the Large and Small Business 


By Lucius H. Coteman, C.P.A. 


MONG the new developments in 
the field of mechanical account- 
ing which have not received their 
due share of attention are the “Key- 
sort” sorting system and the “Peg- 
board” analysis system. These de- 
vices, both simple and relatively 
inexpensive in operation, can be ap- 
plied to the small as well as to the 
large business, and very often their 
use will effect substantial benefits in 
operating efficiency and _ reduced 
costs. 

Keysort is a simple method for 
the rapid sorting of cards, upon 
which accounting data has been 
transcribed, so that such data may 
be classified and tabulated, and like- 
wise resorted into classifications ac- 
cording to one or more additional 
groupings. The purpose of this sort- 
ing and resorting is to facilitate the 
manual tabulation of the data re- 
corded on the cards into the desired 
classifications. Thus, for example, 
the same cards may be used for 
classification by departments and for 
reclassification by salesmen. 

The Pegboard is a device in the 
application of which accounting 
data is transcribed on columnar 
strips of paper, which are arranged 
in parallel form on a board, or in a 
ringed or pronged book, so as to 
facilitate rapid cross-footing of re- 
lated figures into group totals. The 
same strips may be rearranged so 
as to provide totals according to one 
or more additional bases of grouping 
or classification. If separate strips 
were prepared for the sales of each 
salesman in each department, such 
strips could first be arranged so as 
to obtain the total sales of each sales- 
man, and could then be rearranged 
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so as to obtain the total sales in each 
department. Both the strips showing 
the total sales of each salesman, and 
those showing the total sales of each 
department could then be arranged 
so as to obtain the grand total of 
sales for the period. Further, the 
Pegboard system of “strip account- 
ing’ makes it possible to file the 
strips in parallel columns so as to 
facilitate ready comparison. 

It will thus be seen that Keysort 
is a sorting system for analysis pur- 
poses, and that the Pegboard is an 
arrangement device for assembling 
and compiling accounting data. 
Both prepare accounting data for 
tabulation and computation but 
neither system performs the actual 
mathematical computation, this be- 
ing done in each case as a subse- 
quent operation on an adding or 
computing machine. It will be noted 
that the principles of operation of 
Keysort and the Pegboard are dis- 
similar. Either may be used inde- 
pendently of the other. Likewise, 
both may be used together,—one to 
supplement the other. The advan- 
tages of both methods lie in their 
simplicity, speed and economical 
operation. 


Description of Keysort 


Keysort, as its name implies, is a 
system for sorting accounting infor- 
mation. It has possibilities of a very 
wide variety of applications in the 
accounting and industrial fields, and 
it is ideal for analysis work as ap- 
plied to sales, time keeping and pay- 
roll records, cost distribution, per- 
sonnel statistics and to purchase and 
inventory analyses. 

Keysort operates through the use 
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of specially printed and punched 
cards and a specially designed select- 
ing needle. The information which 
it is desired to tabulate is transcribed 
or copied on the face of the cards. 
A margin is provided along the four 
edges of the cards, and this margin 
space is divided into sections accord- 
ing to the classification or grouping 
desired. Thus, one section may be 
utilized for designation of the de- 
partment, and another section for 
designation of salesmen. In each 
section a number of round holes at 
\ inch spacings have been punched 


job card upon which the following 


information is notched: 
Order or Account No. 1247 


Employee No. ........ 254 
Operation No. ........ 55 
8 


The information which is to be tabu- 
lated, namely, quantity and amount, 
is not notched but may be summa- 
rized upon an adding or calculating 
machine. It will be noted in this 
illustration that the numerals 1247 
are indicated by notching the indi- 
vidual holes which are thus marked 


HUNDREDS CTENS UNITS HUNDREDS UNITS 
ORDER OR ACCOUNT NUMBER EMPLOYEE NUMBER 
JOB CARD ~9 
P 
z 
INSTRUCTIONS FOREMAN S APPROVAL 
Refer) Le PR 
OPERATION UY HouRS GATE 
56 5-25-37 
23 ARTICLE NUMBER LEATHER RATE QUANTITY AMOUNT : b 
$= 
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Exuisit 1—Keysort Card 


and labeled (by the manufacturer) 
which holes when “notched” will 
indicate the subdivision or classifi- 
cation. The “notching” process is 
described below. Thus, if a separate 
card is made out for each sale in a 
department, the “notching” of one or 
more holes in the “Department” sec- 
tion will indicate the department 
affected. The “notching” of one or 
more holes in the “Salesmen” sec- 
tion will indicate the salesman who 
made the sale. The effect of “notch- 
ing” is to punch out the small por- 
tion of the card between the hole 
and the outer edge. 

In Exhibit 1 there is presented a 
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and that the other numerals, viz.: 
3-5-6-8-9 are indicated by notching 
two holes—the sum of whose nu- 
merals represent the desired digit. 

The simplest application would of 
course be to have each hole represent 
a digit or a letter of the alphabet 
but obviously this method would 
greatly restrict the use of the card. 
Therefore, in order to reduce the 
number of holes required, various 
methods of coding are employed. 
The usual method employed to ac- 
complish this purpose is the code 
7-4-2-1 as indicated upon the fore- 
going exhibit. The method of using 
this code is as follows: 
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To indicate Holes Notched 


None 
1 

4and 1 
4and2 
7 

7 and 1 
7 and 2 


With respect to coding for pur- 
poses of alphabetic classification, 
there are a number of methods in use. 
If the classification were to be made 
by letters of the alphabet (without 
sub-classification under each letter) 
there would then be 26 divisions. It 
is readily apparent that if 26 holes 
were provided—marked from A to 
Z, this would enable the desired seg- 
regation by letters of the alphabet to 
be made. If, however, the letters of 
the alphabet were to be designated 
by numerals from 1 to 26 (A=1; 
Z=26) it will be apparent that the 
desired segregation by letters of the 
alphabet could be made by providing 
only two sections. The first would 
provide holes for the numerals one 
and two (1 and 2) and the second, 
holes for the numerals 7-4-2-1. Sec- 
tions thus marked provide for notch- 
ing the numerals 1-26. 

When more than twenty-six (26) 
alphabetic classifications are desir- 
able, there are available various 
methods of subdividing each letter 
of the alphabet, depending upon the 
degree of subdivision desired. One 
such method provides for dividing 
each letter into five (5) subdivisions. 
according to the first vowel following 
the first letter in the name or word 
to be classified. Inasmuch as the 
vowels are A, E, I, O and U, the 
name “Anderson” would be coded 
as A, for the first letter, and E, for 
the first vowel thereafter, the com- 
plete code being “A E”, while the 
name “Norton” would be coded as 
N, for the first letter, and O, for the 
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first vowel thereafter, or a complete 

code of “N O”. This method pro- 

vides for one hundred and _ thirty 

(130) subdivisions of the alphabet. 

For purposes of notching the cards, 

these one hundred and thirty (130) 

divisions are transposed into their 

numerical sequence and notched as 
numbers. For example, the subdi- 
visions under the letter A are AA, 

AE, AI, AO and AU and are coded 

in terms of the numbers 1, 2, 3, 4, 

and 5 respectively. To provide for 

one hundred and thirty (130) divi- 

sions, three numerals are required 

for divisions #100 to 130 and it is, 
therefore, necessary to provide three 
sections on the card, the first of 
which sections requires a hole only 
for the numeral 1, the second section 
for the numerals 1 and 2 (which per- 

mits notching for the numerals 0, 

1, 2 and 3) and the third, holes for 

the numerals 7-4-2-1 (which permits 

notching for all of the numerals 
from 0 to 9). These three sections 
permit notching for numerals from 

1 to 130. Subdivisions of the alphabet 

up to a total of 999 are possible by 

the use of three sections. each with 
holes for the numerals 7-4-2-1, where- 
as if a greater number of subdivisions 
are desired (up to 9999) four sections 
are required, each with 4 holes indi- 
cated, or a total of 16 holes. 

The types of punches used for 
notching cards are: 

1. The Hand Punch—This punch is 
similar to a conductor’s punch. 
Tt cuts one notch at a time and 
is very simple to operate. 

2. The Hand Key Punch—is 
equipped with 34 keys arranged 
in 8 vertical rows. It can be 
used to punch a maximum of 
34 positions along one edge of 
a card at one application and is 


therefore considerably faster 
than the Hand Punch. 
3. The Electric Key Punch—is 


somewhat similar to the hand 
key punch but is slightly faster 
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in operation. On a 3%” x 
card an average operator can 
notch all four edges, each card 
differently, at the rate of from 
600 to 700 per hour. It is notable 
that under the Keysort plan, 
notching is done only for sorting 
classification. Quantities and 
amounts are not notched. 


and right side up. One corner of 
each card has a diagonal cut so that 
the fact that the cards are face forward 
and right side up can be readily 
noted. The specially designed select- 
ing needle is then inserted in the hole 
for the classification or subdivision 
desired. If it is desired to determine 
the sales in Department A, the select- 


Exuisit 2—E£lectric Key Punch 


4. The Gang Grooving Machine, 
operated by foot power—will 
notch approximately 200 cards at 
a time ina single position. This 
type of punch is used where pre- 
punched sections of cards are to 
be prepared in large quantities 
where the same classification 
groups are common. 


The verification of the notching of 
the cards may be accomplished in 
various ways depending upon the 
application. The accuracy of the 
notching of individual cards may be 
verified by sight checking with the 
information appearing upon the body 
of the card. Where occasion requires, 
an electric verifier is available which 
operates upon the principle of a dup- 
licate punch. 

The cards, having been “notched”, 
are ready for the sorting and analysis 
which may be done either at inter- 
vals during the month or at the end 
of the month. In the sorting process 
the cards are stacked and placed 
edgewise on a table, face forward 


ing needle is inserted in the “Depart- 
ment A” hole. The needle is then 
raised. It will readily be seen that as 
the Department A hole has already 
been notched on each Department A 
card, all of the cards except those for 
Department A sales will be raised 
and the cards representing Depart- 
ment A sales will be left resting on 
the table. These latter cards are 
then assembled and the required in- 
formation shown on the face of these 
cards is tabulated by means of an 
adding or calculating machine, so as 
to obtain the total sales in Depart- 
ment A. The same procedure is fol- 
lowed to obtain the sales in each of 
the other departments. In order to 
obtain the sales of each salesman in 
each department the selecting needle 
is inserted successively in the holes 
designated for the respective sales- 
men. 

In the illustration above it has 
been assumed that the analysis de- 
sired is only by departments and by 
salesmen, and that a separate hole 
has been assigned to each department 
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and to each salesman. it should be 
understood, however, that the Key- 
sort permits of much greater analysis 
and flexibility. In the analysis of 
sales, it is possible to provide for 
analysis by products, customers, etc. 

In an application where the cards 
are to be sorted for one direct classi- 
fication it is possible to sort at the 
rate of 60,000 cards per hour. On the 
combination digit sort (7-4-2-1) cards 
can be sorted at the rate of 18,000 
to 22,000 digits per hour. 


notching the appropriate holes at the 
time the card is prepared (e. g. de- 
partment, salesman, etc.). 

The size of the card and the paper 
stock which may be used in this sys- 
tem are extremely variable. It is 
possible to design cards varying 
from small tags to cards which are 
limited in size only by the facility in 
handling. 

A positive check on the accuracy of 
sorting is available at every step of 
the sorting operation. When the 


Exuisit 3—Keysort Cards and 
Selecting Needle 


In some cases it will be possible 
for the cards to be carbon copies of 
the invoices, or other original ac- 
counting records, and in some cases 
the card itself may be the original 
accounting record. In many cases, 
however, the card will be prepared 
from the original record as a separate 
operation, in which event the sta- 
tistical information will be tran- 
scribed to the face of the card (e. g. 
amount, quantity, etc.) and the in- 
formation relating to the classifica- 
tion or subdivisions will be noted by 
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cards of a given classification are 
aligned, the notched holes show up 
as a groove cut along the edge of the 
stock. A mis-sorted card shows as 
a break along the line of the groove 
as indicated in Exhibit 4. 

“Keysort” System is represented 
by its sponsors to be the fastest sort- 
ing system, as such. It is simple in 
operation and does not require ex- 
pensive machinery, since it consists 
merely of the cards, a punching 
machine and a needle. The labor cost 
of the punching operation is rela- 
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tively inexpensive because, as 
claimed, skilled operators are not 
required, and the tabulating of the 
cards can be effected on almost any 
type of office adding or calculating 
machine. Although sorting desks are 
available, they are not absolutely 
necessary—almost any flat topped 
surface can be used. The use of the 
Keysort requires preparation of and 
notching of cards and subsequent 
tabulation by subdivisions of the 


EXHIBIT 4 


accounting or statistical information 
shown thereon. Despite these addi- 
tonal operations, it is most effective 
in many applications in sorting data 
for the purpose of obtaining analyti- 
cal information. 

The illustrations presented herein 
are offered merely as suggestions 
of the possible use of Keysort. The 
system is versatile and may be ap- 
plied in many different ways. For 
example, in creating labor cost rec- 
ords, where the same operator works 
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on many jobs during the course of a 
payroll period, it is possible to create 
a Keysort card showing employee’s 
name, job number, date, time com- 
menced, time finished, elapsed time 
and amount applicable to each sepa- 
rate operation, and then to Keysort 
the individual cards by job number 
and again by employee. In many 
cost systems the application of the 
Keysort has resulted in substantial 
clerical savings. 


In cost distribution, Keysort sys- 
tem has been applied to expense dis- 
tribution with satisfactory results. 

3y way of illustration—in a cost sys- 
tem for a fleet of auto trucks, where 
one of the elements required is the 
distribution of gas: consumption of 
the individual trucks, a card may be 
prepared from the gas requisition 
ticket showing date, truck number, 
number of gallons and amount. The 
keysorting of such cards could be 
of use as a basis for the tabulation of 


is 
4 
Q 
| 
@ | 
| 
a 
9 
if 
is) iit 
g |} 
| 


The New York Certified Public Accountant 


the distribution analysis to the indi- 
vidual trucks. 

Keysort cards may be advantage- 
ously used in keeping personnel rec- 
ords. For example, each card may be 
designed to show employee’s name, 
sex, year of birth, length of service, 
classification of duties performed, 
such as stenographer, typist, clerical 
worker, etc. This type of file would 
enable a personnel manager to obtain 
statistics readily with respect to his 


Exuisit 5—The 


staff as well as to select any indi- 
vidual employee’s card quickly, when 
desired. 

In connection with inventory an- 
alysis, there are many possibilities 
of the application of Keysort. For 
instance, a tub file could be main- 
tained, containing a card for each 
unit of each item in the inventory 
showing the cost and description of 
such unit. A card could be pulled out 
for each item sold so that the re- 
maining cards would represent the 
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inventory, from which remaining 
cards a sorting and subsequent tabu- 
lation could be made. The cards 
pulled could also be tabulated to pro- 
vide a running record of cost of sales, 
classified as desired. 


Description of the “Pegboard” 

The “Pegboard”, also referred to 
as Summary Board or Strip Account- 
ing, is a device for cross-tabulation of 
summary strip records or for quick 


“Pegboard” Binder 


comparison of accounting data. It 
consists of a board or ringed book 
equipped with pegs, prongs or rings 
at the top, over which are shingled 
paper strips which, when partially 
superimposed over each other, make 
a comparative visible record. As an 
aid to the eye in cross-summarizing, 
a horizontal line guide is provided. 
The paper strips are uniform in size 
and in printed designations. Figures 
which are required to be compared or 
summarized are entered manually or 
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typed on these strips. The number of 
strips accommodated by the spread 
is determined by the width of each 
strip and by the width of the board 
or binder. 

The information appearing on the 
strips may be either an original rec- 
ord or a transcription of information 
from some basic accounting record. 
The strips which are to be summar- 
ized are shingled upon the board or 
book. At the extreme right, a blank 
strip (usually of a different color) is 
inserted upon which may be entered 
the cross totals of the items shown 
on the respective strips. This system 
is particularly adaptable to those 
problems where it is desirable to ob- 
tain two or more summaries from the 
same common data. The strips are 
first pegged according to the first 
summary desired, and the cross- 
footings entered upon a summary 
strip. These summary strips are 
then pegged so as to obtain cumu- 
lative totals. Both the original strips 
and the summary strips may be sub- 
sequently re-pegged so as to obtain 
totals or to show comparisons ac- 
cording to some other grouping or 
classification. For example, in a 
sales analysis application, strips may 
be compiled for the respective sales- 
men daily, showing their sales by 
departments or commodities, and 
totals may be readily obtained by 
successive pegging and re-pegging 
of the daily, monthly and annual 
sales in each territory and of the 
total company sales—showing in 
each case the sales by departments 
or commodities. In the same man- 
ner the total monthly and annual 
sales of each salesman, similarly 
broken down by departments or com- 
modities may be obtained. After the 
various summaries have been ob- 
tained, the original strips. as well as 
the summary strips, may be con- 
veniently filed in a prong binder 
for permanent reference. If the 
summaries are filed in the prong 
binder by partially superimposing 
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the strips upon each other in such 
a manner that the data shown upon 
each strip remains visible, such a 
record will provide comparative sta- 
tistics in convenient form. 

The system has many advantages. 
It may be used to cut down peak 
loads in certain types of accounting 
routine by accumulating upon the 
strips daily figures, broken down by 
any number of classifications, and 
cross-added for totals to date as re- 
quired. From these interim sum- 
maries a monthly summary is ob- 
tained. The monthly summary 
strips may be partially superimposed 
in a prong binder, thus providing a 
permanent comparative statistical 
record. 

An accounting strip binder con- 
tains 60 divisions (or spreads) and 
under each spread it is possible to 
insert a set of strips representing a 
comparative analysis. Therefore, 
one binder can be used to record 
and store as many as 60 compara- 
tive reports containing a complete 
year’s figures under each report. 

The cost of operating the system 
is represented by the initial binder 
cost, the cost of the strips and 
clerical cost. By using the binder 
as a monthly comparative report 
binder, the time ordinarily involved 
in recopying headings and the pre- 
vious month’s figures is eliminated. 

When used in conjunction with 
the Keysort, it is possible to enter 
the totals of the group classifications 
of the Keysort cards directly from 
the machine listings thereof to the 
pegboard summary strips without 
the necessity of maintaining an in- 
termediate record. A practical il- 
lustration of the Pegboard is out- 
lined hereinbelow. 

In addition to sales analysis ap- 
plications, the pegboard has many 
other types of application. One im- 
portant use of this device is its ap- 
plication in the keeping of profit and 
loss statements and balance sheets 
for administrative purposes. The 
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balance sheets may be prepared upon 
the pegboard strips where the cap- 
tions listed upon the body of the 
strips are constant and the month- 
end figures are entered currently. 
By re-arranging the strips in a peg- 
board binder, comparisons may be 
quickly made with previous months 
or corresponding dates in previous 
years. Strips for profit and loss 
statements may be designed to give 
not only the current month’s figures 
but also the year to date figures 
upon the same strip. 

Payroll records may be kept upon 

payroll strips where the personnel 
is constant, thus eliminating the ne- 
cessity to rewrite employee’s name 
and Social Security number, and 
providing for a permanent compara- 
tive record for the employee’s earn- 
ings. 
In the building up of cost records, 
the pegboard may be advantageously 
applied. By way of illustration—in 
an auto truck operating cost appli- 
cation—the strip was designed so as 
to show the truck number, make, 
year, size, mileage, gallons of gas, 
quarts of oil and other costs, indi- 
vidually, including depreciation, di- 
rect and indirect maintenance and 
other running costs. A _ separate 
sheet was used for each truck each 
month and upon the individual strips 
were entered the elements of cost 
from the various media, i.e. the pay- 
roll book, the gas tickets, the parts 
requisitions, etc. By shingling and 
re-shingling the strips, various cost 
analyses are available, some of which 
are comparisons for the monthly cost 
of each truck, comparative cost of 
each make of truck by year manu- 
factured, and size, with the previous 
month’s figures or with the previous 
year’s figures. Total costs, in de- 
tail, were also obtainable for any 
grouping of trucks, i.e. by make, size 
or territory, which was accomplished 
by a simple re-shingling of the strips 
and cross-footing the strips of the 
group. 
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Application of Keysort 

An example of a simple applica- 
tion, by means of which substantial 
economies of labor were effected, is 
an installation on telephone calls in 
one of the largest hospitals in the 
world. The system employed prior 
to this installation consisted of the 
maintenance of a long sheet upon 
which the switchboard operator en- 
tered each call, indicating the ex- 
change number, personal or busi- 
ness, toll or local, and in case of 
toll, the caller’s name, extension to 
be charged, employee or patient. At 
the end of each day the calls on the 
sheet were analyzed and distributed 
to the respective extensions to be 
charged for the purpose of providing 
the accounting department with the 
charges to the accounts of the pa- 
tients, employees, or to the proper 
overhead expense classifications. Of 
the total calls, about 5% represented 
patients’ or employees’ calls and the 
balance of the calls, including phy- 
sicians’ calls, were charged to the 
overhead expense of the particular 
department. The number of calls 
approximated 2,000 per day. It was 
found under the initial plan that the 
time consumed each day in analyz- 
ing the call sheets and distributing 
the items or accounting purposes was 
excessive. 

Under the revised plan, the tele- 
phone operators enter each call upon 
individual Keysort cards, which op- 
eration consumes no more time than 
the posting on the long sheet. Im- 
mediately after the information is 
entered upon the card, it is dropped 
into a receptacle placed conveniently 
in front of the operator, and at the 
end of the day all cards are forwarded 
to the Accounting Department for 
notching. These cards are notched 
at the rate of 2,000 per hour. It is, 
therefore, possible for one clerk to 
notch the entire day’s cards within 
one hour. 

A sorting of the cards is made. 
into toll charge, personal calls, and 
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hospital administrative calls. The 
cards representing the toll charges 
and personal calls are then turned 
over to the accounting department 
so as to enable charge to be made 
to a person or department affected. 
The cards representing administra- 
tion calls are Keysorted according to 


in a large textile company. This 
company has 105 salesmen, each op- 
erating in a separate territory, and 
maintains nineteen branch offices. 
The company deals in about one 
hundred products and by the use of 
these systems obtains numerous re- 
ports. To illustrate, the following 
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telephone extension number. The 
total calls of the respective exten- 
sions are obtained daily by counting 
the cards, and notation being made 
thereof on the last card of each group. 
The balance of the cards are then 
destroyed. The daily totals, as thus 
obtained, are carried forward from 
day to day so that at the end of the 
month the cumulative total of the 
calls chargeable to each extension 
is obtained and used for expense dis- 
tribution purposes. 

The sorting process is done in 
about fifteen minutes each day. The 
entire process each day—punching, 
sorting and manual count, is done 
in about three hours by one clerk. 


Application of Keysort in 

Conjunction with Pegboard 
The efficiency obtainable through 
the combination of Keysort in con- 
junction with the Pegboard method 
- of accounting is well illustrated in 
a sales analysis application in use 


are some of the reports covering 
sales analysis: 


1. Sales for each salesman of each 
product in quantity and amount 

2. Sales for each branch office. 

3. Total company sales. 

4. Sales of 1,100 “key customers” 
(representing a selected group 
of their 50,000 customers). 


A Keysort card has been designed 
to provide for the entry upon the 
face of the card of the date, quan- 
tity and amount of every {tem on 
each invoice. The group classifica- 
tions (salesmen, Product and Branch 
Office) are not entered upon the 
face of the card but are notched 
directly into the sections around 
the edge of the card. The customer’s 
number is likewise notched on the 
card. 

The number of individual items 
appearing on the invoices approxi- 
mate 65,000 per month. The invoic- 
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ing to the customers is done at each 
branch, and at the end of each day, 
copies of the day’s billings are for- 
warded to the New York office. These 
invoices are forwarded to a coding 
clerk, who indicates upon each in- 
voice the customer’s number and 
salesman’s number. The products 
are indicated by their catalogue 
number and do not require ccding. 
After all the invoices of any one 
branch have been properly coded, 
they are forwarded to a second clerk 
who establishes a prelist or total 
money value of that particular group 
of invoices, which total becomes a 
proof for control purposes. 

The quantity and money value are 
entered upon the face of the Keysort 
card by means of an ordinary two- 
register adding machine which auto- 
matically accumulates the totals in 
the separate registers of the machine. 
An individual card is prepared for 
every item on each invoice. At the 
end of a group of invoices, the 
machine is cleared onto a blank card 
and the total amount shown on this 
card is compared with the total of 
the prelist previously established. 

After the batch has been proved, 
the cards and the invoices are passed 
on to the Key Punch operator who 
then notches the cards for salesman, 
products, branch office and customer, 
according to the information shown 
in code on the invoices. The cards 
are then keysorted according to sales- 
men and filed in this order. Each suc- 
ceeding day’s cards of each sales- 
man are filed directly behind his 
previous day’s cards so that at all 
times during the month all of any 
one salesman’s cards are filed to- 
gether. 

In order to avoid “peak load” at 
the end of the month, on or about 
the 20th day of the month the sales- 
men’s cards are summarized upon a 
master card by total of each product 
for each salesman, and the individual 
cards up to that point are filed. 

At the end of the month the total 


26 


sales of each salesman for the month 
is obtained and entered upon a peg- 
board summary strip which is pre- - 
pared in duplicate. The information 
entered upon the summary slip will 
consist of the salesman’s name, 
month, territory and total sales by 
products in quantity and amount. 
As soon as the salesmen’s summary 
strip is completed, the detail cards 
are available for re-sorting accord- 
ing to the “key customer” grouping, 
wherein the sales are broken down 
for each “key customer” by products, 
in quantities and amount. 

Several analyses binders are main- 
tained, each binder accommodating 
about 60 blank pages, known as 
“spreads”. A number of strips are 
partially super-imposed, as_ illus- 
trated in Exhibit 5, so as to provide 
comparative information of corres- 
ponding data. The spreads in analy- 
sis peg binders are tab-indexed and 
are provided with the following 
sections : 


1. Salesmen’s Section. 


The spreads herein are tab-indexed 
by individual salesmen and the 
originals of the salesmen’s strips 
showing sales by products for 
each month are shingled upon 
each _ salesman’s respective 
spread sheet, thus providing a 
running comparison for each 
salesman, month by month. 


2. Branch Offices’ Salesmen Analy- 
‘sis Section. 


The spreads herein are tab-indexed 
by individual branches, a sepa- 
rate spread being maintained for 
each month for each branch. The 
duplicate of the monthly sales 
strips of all of the salesmen as- 
signed to a branch are shingled 
on the monthly spread for that 
branch. A summary strip, con- 
taining the totals of the month’s 
sales for each branch is then 
prepared in duplicate. The orig- 
inal remains with the spread and 


the duplicate is used as the basis 
for the Branch Office Sales 
Analysis Section. 


3. Branch Office Sales Analysis 


Section. 

The spreads herein are tab-indexed 
by months and each spread con- 
tains the duplicate summary 
strip prepared in Section 2. 
These summary strips are cross- 
added to create a new summary 
strip, in duplicate, which pro- 
vides a report of the total of the 
company’s sales for each month, 
broken down by products. The 
original of the summary strip so 
obtained remains with the 
spread and the duplicate is used 
as a basis for the “Company’s 
Total Sales Analysis”. 


4. Company’s Total Sales Analysis. 
This section contains a_ single 
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spread, each strip containing the 
total company’s sales for each 
month and provides a monthly 
comparison of sales by products. 
These strips are cross-added to 
provide a cumulative record of 
sales. The strips used herein 
are so designed as to show the 
current month’s figures on the 
left hand side of the summary 
strip and the cumulative year- 
to-date figures on the right hand 
side of the strip, thereby supply- 
ing, in each case, the current 
month’s figures and the cumula- 
tive year-to-date figures. This 
same type of strip is used in all 
of the reports covered. 


The “Keysort” and the “Peg- 
board” are comparatively new and, 
undoubtedly, as they become better 
understood, will be used to a greater 
extent in the business world. 
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A Case Study of Employee Frauds* 


By J. S. SerpMan, C.P.A. 


I 


VER two hundred million dol- 

lars a year is lost to industry 
through employee frauds. This, 
however, is only the amount that is 
ferreted out and made public. There 
is no telling how much additional 
is lost either in undetected frauds or 
those that for one reason or another 
are hushed. 

That the record should contain 
fraud in such prolific measure is not 
the exciting feature. Fraud is merely 
another badge of human failing, 
though, to be sure, an unpleasant 
one. The part about these frauds 
that does cause blush, at least to the 
cheek of an auditor, is that when the 
frauds are exposed, it is found that 
so many of them had been started 
and blithely had been going on for 
long periods of time untouched by 
auditing pursuit. 

Even more damaging is the fact 
that frequently some of these frauds 
come to light not as a result of in- 
ternal control or auditing technique, 
but wholly out of accidental or ad- 
ventitious circumstances. Chance, 
rather than auditing, prevails. This 
is in no way a disparagement of 
auditing. Frauds prevented or de- 
tected by auditing no doubt by far 
preponderate over those that elude— 
for some time at least—auditing or 
auditors. However, the fact is that 
many frauds have defied the calendar 
and when at last they came to grief, 
the apprehender was dogged luck, 
not science. 

In the hope that laboratory dissec- 
tion and analysis of frauds might, 
through the development of some 
new or modified auditing technique, 


narrow if not eliminate the fortui- 
tous aspects of detection, a case 
study was undertaken. The study 
was confined to employee frauds. 
Hence there was banished from con- 
sideration skullduggery by employ- 
ers themselves, occasionally  wit- 
nessed, in perpetrating frauds upon 
accountants, credit grantors, or gov- 
ernmental bodies. For case mate- 
rial, accountants, surety companies, 
banks, stock brokerage concerns and 
industrial and commercial organiza- 
tions were invited to submit details 
of frauds that were unearthed by 
“happenstance” rather than by the 
normal workings of accounting con- 
trols. 

More than five hundred cases were 
thus culled out and test-tubed. What 
is here reported or treated is based 
solely on that study. There is no 
drawing on the imagination. There 
is no dealing with the academics of 
fraud, internal control, or auditing. 
The hard knocks and provocations 
of actual experience are the auspices 
under which we proceed. 

First, however, a word of caution, 
or perhaps confession. Some objec- 
tion was raised to the study—and 
not without foundation. The objec- 
tion was really not to the study it- 
self, but rather the nature of the re- 
port that might emanate from the 
study. It was felt that a publicized 
review of the methodology of the 
fraud-doer, especially of those in- 
stances where there was temporary 
success in evading auditing barriers, 
might do more harm in the impetus 
it would provide for prospective 
wrong-doers than it would do good 
in extending the art of policing. That 


* Based on talks before the April, 1939 meeting of The New York State Society of 
Certified Public Accountants and at ihe July, 1939 meeting of the Institute of Accountancy 


at Columbia University. 


28 


: 
|_| 


A Case Study of Employee Frauds 


may possibly be one of the reasons 
why the cupboard is so bare of litera- 
ture on fraud. One objector was 
even uneasy about informing ac- 
countants on fraud in the light of 
what the Interstate Hosiery Com- 
pany case has shown can happen. 

Circumspection is of course desir- 
able. On the other hand, it would be 
an ostrich-like procedure to avoid 
realities. A piercing spotlight on the 
path of sinners has always been a 
good way to bring the path into 
desuetude. Furthermore, since this 
is entre-nous and among experi- 
enced accountants, it is feasible to 
avoid the revealing, intimate details 
of the various cases, and yet, through 
brief technical description or cate- 
gories, automatically implant a pic- 
ture in our minds of those details. 
Accordingly, instead of going 
through a case by case review of 
history, symptoms and prescription, 
there is submitted (at the end of 
this article) a classified outline of 
the hideouts of fraud and the tech- 
nical undercover media employed— 
all as revealed by the case material. 

The question now before the 
house is best expressed by the 
poignant colloquialism “so what?”. 
Its answer will best emerge if we 
first consider some general phases 
revealed by the study. A portrait 
of the average fraud-doer, what he 
does and how it comes about that 
he gets by for a while, will provide 
orientation for determining where 
we (accountants) go from here in 
the matter of fraud prevention or 
detection. 


II 


The fraud-doer is generally a man 
—though fraud is by no means ex- 
clusively a masculine machination 
—about thirty-six, married, has 
children, owns a car, participates in 
social and communal work, and is of 
wholesome convivial habits. He has 
been in the company’s employ over 
five years and, ironically enough, has 


advanced to a position of trust by 
honest endeavor and commendable 
merit. The defaulter lives any- 
where and occupies any position, 
from watchman to president. Per- 
haps it is not sheer coincidence that 
fraud and Freud should sound and 
be spelled so much alike. Sex and 
fraud have a fundamental aspect in 
common—ubiquity. 

The “why” of fraud may best be 
left for the psychiatrist. The “how” 
is right up our alley. Invariably 
the method selected for going wrong 
is of a character that sooner or later 
must “out” if restitution is not made 
in the interim. That is easy to ex- 
plain. The average  fraud-doer 
doesn’t intend permanently to de- 
fault. His objective is merely to 
“borrow” money from his company, 
and to make good long before his 
manipulation can be detected. Then 
again, recent conflagrations to the 
contrary notwithstanding, in very 
few cases does the fraud-doer get 
someone “in” on the peculation, or 
rely on the collusion of a fellow em- 
ployee. Not intending to steal, it 
is natural that he try to keep others 
from aiding or even knowing of his 
temporary financial aberrations. 

How does he go about it? Gener- 
ally he grabs cash on its way into 
the company. That is to say, he 
tampers with money from custom- 
ers (by a process that we call lap- 
ping), or he makes off with funds 
the anticipated receipt of which is 
not usually set up or controlled in 
the accounts, like recoveries on bad 
debts, proceeds from sale of scrap, 
etc. 

It is not alone incoming funds that 
he covets. Lifting funds already in, 
comes within his ambit too. This 
he usually does through fake dis- 
bursements. His chief repositories 
for faking are petty cash, padded 
bills and payrolls, and fictitious ex- 


penses. Only occasionally does he 
make off with merchandise and 
securities. If he is connected with 
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two institutions—his company and 
a charitable enterprise, for example 
—he frequently plays the cash or 
securities of one against the other. 


What makes it possible for him to 
get by? In the last analysis, the an- 
swer boils down to auditing failure 
or man failure. It is both disturbing 
and heartening to find that none of 
the cases was of a type that only acci- 
dent could have unearthed. There 
were no fool-proof or perfect mani- 
pulations. The frauds were cloaked 
for long periods by situations that 
were correctable or need not perforce 
have existed. 

Accounting technique for fraud 
prevention or detection pivots around 
internal control and outside (inde- 
pendent) audit. The cases show 
that, for the large part, it was inter- 
nal control that took the count in its 
combat with fraud. Truth to tell, in- 
ternal control was never in the ring. 
It was hopelessly unfit or lackadaisi- 
cal. In some cases no fault could be 
found with the system, but there was 
a bogging down in the application of 
the system. An immovable perfect 
system met an irresistible force of 
human frailty and fraud was born or 
nurtured. In some cases the em- 
ployee had been trained to connive 
or pilfer for his employer and ended 
up stealing from him—a natural se- 
quence, and a background for which 
few tears need be shed. 

Independent audits, the mate, com- 
plement and supplement of internal 
control, also occasionally lent a hand 
in permitting fraud to thrive. In 
most instances due provocation is 
traceable to the niggardly scope of 
examination. Combine half-baked 
internal control with a highly limited 
examination and fraud may go out 
on a lark. 

However, inadequate audit scope 
alone is not an explanation for some 
of the cases. A few afforded the 
auditors all the rope needed and yet 
the fraud-doer didn’t hang. The au- 
ditor, human being that he is, slipped 
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from grace. A momentary let-down 
of his guard, a lapse into perfunctory 
checking of detail instead of sustain- 
ment of imagination or mental agil- 
ity, and the fraud-doer was one up 
on the whole pack. True it is that 
auditors are not supposed to be 
bloodhounds. But the canine analogy 
has been carried (by the English 
courts) to the point where auditors 
are expected to be sleek watchdogs. 

Enough about the fraud-doer and 
the crevices through which he creeps. 
It is time to consider the repair 
work. Old fences must be re-exam- 
ined, new ones erected if necessary— 
all to the end that fraud may be 
intolerably constricted. Since inter- 
nal control and outside audit are the 
focal mechanisms for sighting or 
hedging-in the culprit, we may con- 
sider the possible avenues for im- 
provement of the role of each. First, 
internal control. 


Ill 


Reference has been made to the 
fact that many frauds involve divert- 
ing cash at the gateway. Obviously, 
therefore, the first line of defense is 
to increase the guard at that liminal 
point. Excellent for this purpose is 
the check list. Text books have long 
and loudly proclaimed the signifi- 
cance of having the person who opens 
the mail, or anyone else not con- 
nected with the bookkeeping depart- 
ment, list all checks and securities 
contained in the mail. Few enter- 
prises, however, have heeded this 
clarion call to protection. 

There is plenty of fussing and fum- 
ing when anything goes wrong, but 
there is stark apathy about palpable 
means of correction. A small enter- 
prise generally counters that there 
isn’t enough personnel to take care 
of the check list procedure because 
the bookkeeeper is also the mail 
opener, and everything else. That, 
however, is no rebuff to the recom- 
mendation. If the proprietor has any 
sanctity for his own funds and in- 
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vestment, he can and should do the 
check listing himself if need be. But 
try and suggest it to him, no less get 
him to do it! 

Arch enigma of internal control is 
lapping (using funds from one source 
to cover up money previously mis- 
appropriated from another) and its 
confreres, exchange transactions and 
inter-bank transfers. Many a fraud 
has been committed under their shib- 
boleth and pattern. But they can be 
successfully purged by internal con- 
trol. The check list is a starter. 
Independent, however, of the check 
list, or in supplement of it, is a sure- 
fire device about which nothing thus 
far seems to have been said in audit- 
ing texts—a controlled duplicate de- 
posit slip. Lapping, exchanges and 
inter-bank manipulations hinge on the 
disparity between the actual source 
of a bank deposit and the false source 
recorded in the accounts. In recog- 
nition of this, a procedure calling 
for bank-stamped duplicate slips is 
frequently followed. 


However, it is a delusion to believe 
that such procedure affords any sub- 
stantial protection. Bank tellers— 
at least those in large city banks—not 
only acknowledge, but also insist, 
that they have all they can do check- 
ing the original deposit slip. They 
stamp the duplicate perfunctorily if 
the total shown on the duplicate 
agrees with the original. Some con- 
fess that they affix the stamp without 
even bothering about the totals eith- 
er. They certainly seldom stop to 
compare the ingredient individual 
items making up the total. It is 
therefore clear that a duplicate de- 
posit slip cannot be relied upon as 
being a precise picture of the 
original. 

Even if the duplicate were a fac- 
simile, or, as is sometimes done, even 
if a photostat of the original were 
obtained from the bank, the fraud- 
doers would still not be under con- 
trol. All that would be buttoned up 
would be the tampering with indi- 
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vidual amounts. The door would 
remain wide open for attributing 
false sources to the same amounts. 
Some lapping and almost all ex- 
change and _ inter-bank transfers 
would still be in their heyday. Only 
the plugging of both source and 
amount can blight the evil. 

Here is the type of procedure to 
accomplish this, wherever feasible: 
The bookkeeping department pre- 
pares a duplicate deposit slip on 
which is recorded not only the 
amounts but also their sources and 
the accounts to be credited. All 
items intended to be recorded as 
exchange or inter-bank transfer will 
thus of course be marked as such on 
the duplicate. Before making the 
deposit, an authorized individual (or 
in the small unit, the proprietor if 
need be) not connected with the 
bookkeeping department, re- 
quired to compare the cash, checks, 
etc. to be deposited with the pre- 
pared duplicate. The comparison is 
to be made both as to amounts and 
description. 

Continuing with the procedure, all 
items marked for exchange or as 
inter-bank transfer, must be indi 
vidually and_ specially approved. 
(Nothing is permitted to be recorded 
as exchange or inter-bank transfer 
without such approval.) The dupli- 
cate deposit slip is then initialed by 
the reviewer and retained for the 
use of the internal or outside auditor 
as a check on the recordation of the 
deposit on the books. The deposit 
itself need be made only with the 
original slip and the passbook. A 
bank-stamped duplicate is unneces- 
sary. It is supplanted by a meaning- 
ful controlled duplicate. Let lapping 
or exchange or inter-bank tamper- 
ing then try to rear its ugly head. 
Unless there be collusion, it will be 
guillotined right on the spot, and 
pronto! 

Having thus soldered some im- 
portant leaks in the trough for in- 
coming funds, let us now see what 
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can in most cases be done toward 
frustration of fraud that uses as its 
vehicle fictitious disbursements. We 
said that petty cash is one of the 
softies. It can be made robust if 
petty cash disbursements were lim- 
ited to items of nominal amount, if 
petty cash slips were made out in 
ink, if all figures were spelled out 
instead of being written in numerals, 
and if petty cash slips were can- 
celled or voided by someone other 
than the person handling the petty 
cash, immediately after the check in 
reimbursement of the fund were 
signed but before the slips got back 
to the one in charge of the petty 
cash. 


Such a program would mark the 
death knell of tinkering with the 
amounts on petty cash slips, dampen 
the possibilities of duplication, and, 
in any event, minimize the size of 
items that can go through petty cash 
in the first instance. If, in addi- 
tion, the bookkeeping for petty cash 
were divorced in terms of personnel 
from the one handling the petty cash 
itself, the days of most petty cash 
looting might well be considered 
numbered. 


Padded payrolls are next on the 
list. Intrinsically they represent the 
difference between what is drawn 
and what is actually paid out for pay- 
roll. The difference can frequently 
be squelched, if not annihilated, by 
separating the functions of making 
up the payroll, filling in the pay- 
roll envelopes, and paying off the 
help, so that no individual does more 
than one of these tasks. In addition, 
the help should sign for the amount 
they receive. Payment by check 
will accomplish the desired end with- 
out the tripartite separation, but 
then endorsements must be care- 
fully reviewed and compared with 
specimen signatures of the em- 
ployees. 
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IV 


Many frauds are keyed to the sub- 
stitution, alteration or misappropria- 
tion of checks generally in connec- 
tion with fictitious purchase bills. 
What happens is that under one 
guise or another, the signature to a 
check is procured and the check 
then comes into the hands of the 
erring employee, for better or for 
worse—and of course it is for worse. 
To the extent that the monkey- 
shines depend on the check com- 
ing into the defaulter’s hands, an 
effective stop-gap can usually be 
interposed if a procedural rule of 
internal control were observed 
whereby checks are released for 
mailing directly from the office of 
the signing individual. 

Under no circumstances should 
signed checks in payment of bills 
get into the hands of the book- 
keeping department. The mail clerk 
should be under strict instruction 
that if there is to be any hold-up 
on the release of the check, it can 
only develop by direction of the 
office of the signing individual, and 
never at the instance of a_book- 
keeper. If there are vouchers or 
other supporting documents that ac- 
companied the check when it was 
submitted for signature, the office 
of the signing individual can detach 
these papers and send them back to 
the bookkeeping department. The 
check, however, should wend its 
way directly to the mails. With such 
a course of handling, fraud-doers 
would find an _ otherwise fertile 
avenue for check-manipulation ren- 
dered barren. 

As a sequel to controlling the 
check release, or even independent 
of it, there beckons the control of 
the checks as they come back from 
the bank as part of the bank state- 
ment. Some types of fraud require 
check substitution and tampering to 
make the bank statement behave. 
The foundation can therefore be 
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pulled from under if the routine 
were such that the bank were di- 
rected to send the statement to an 
executive independent of the book- 
keeping department, and even to his 
personal address, to insure inac- 
cessibility of the statement to the 
bookkeeping department. The office 
of the independent auditor can also 
supply a convenient mailing destina- 
tion for bank statements. 

Furthermore, the bank statement 
should be released to the bookkeep- 
ing department only after reconcilia- 
tion has been effected, and—this is 
cardinal—the reconciliation should 
be made by someone wholly removed 
from the underlying bookkeeping 
processes. There would be mighty 
lean pickings, or none at all, through 
check manipulation if these preventa- 
tives were applied. 

A lusty over-all club on fictitious 
disbursements emerges as a_ by- 
product of budgets and standards. 
Though staunch within their own 
right, budgets and standards have 
a way of howling every time planned 
costs are topped by recorded costs. 
If the difference results in substan- 
tial measure from padding, the in- 
trospection set off by budgets and 
standards is likely to become a dead 
give-away. Fraud, therefore, does 


not look kindly on budgets and | 


standards, which, of course, is an 
excellent boost for budgets and 
standards, wholly apart from their 
value in their immediate field. 

Securities, we said, are not ac- 
tively in the industrial fraud lime- 
light. But even the little that does 
arise could probably be headed for 
the discard if securities were put in 
registered form wherever possible, 
and if tabs were kept on security 
numbers, and if access to the vault 
required the presence of at least two 
people. 

In the case of merchandise, con- 
siderable barrier will be placed on 
looting if inventory is physically 
taken by employees other than the 


regular custodians of the merchan- 
dise. 

Thus far, specific features of in- 
ternal control have been considered 
for certain focalized niches. Com- 
mon to all aspects of internal control 
is the o.k. of the reviewing execu- 
tive on bills, payrolls, vouchers, spe- 
cial entries, etc. If the reviews are 
made inattentively and the o.k.’s 
are affixed in robot fashion, all pre- 
tense of internal control should be 
swept aside. It would be more realis- 
tic to hand to an employee bent on 
fraud, a key to the treasury and let 
it go at that. It is sheer nonsense to 
require two signatures on a check if 
either one is placed there in advance 
or blindly follows as a result of the 
other. It is a perversion of fiduciary 
relationship to one’s employer if 
o.k.’s are considered as red tape and 
a nuisance, or if they are disposed of 
in a listless, routine manner. 

The smaller the company, the 
greater the violence to any sem- 
blance of control when o.k.’s are a 
soporific process. The reason is ob- 
vious. The smaller the company, 
the more the o.k.’s become the sole 
basis for reliance. To have faith in 
one’s employees or fellow-em- 
ployees, may be a sound emotional 
or spiritual pattern. It will cer- 
tainly save time and energy. But it 
is necessary to recognize that with 
such faith there is aligned exposure 
of the till to all sorts of plunder. The 
quirk is such that the more we feel 
that a given employee merits being 
trusted, the more we open vistas to 
him to jar that trust. Employee 
frauds will go hungry if individuals 
charged with review and o.k. look 
upon these functions as an affirma- 
tive essential step in the conservation 
process, instead of as an unwelcome 
formalism that is tackled when one 
is mentally garbed for blind man’s 
buff. 

Even then, when all is said and 
done, and control machinery is 
geared to perfection, the ideal at all 
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times is to have no actual need for 
the defensive armament. Erasers 
are on pencils because people make 
mistakes. However, some people 
are constitutionally patterned to 
make fewer mistakes than others. So 
also with fraud. We need controls 
because humans do wander from the 
straight and narrow. But some 
humans are more allergic to detours 
than others. Quality and caliber of 
the personnel, therefore, become 
more vital factors than the proced- 
ural paths by which the personnel is 
circumscribed. 

An ounce of care in the selection 
and training of the proper personnel 
is worth a ton of ritualistic internal 
control. To put it another way, the 
essence of control is in the function- 
ing of a personnel department. Be- 
fore anyone is employed, careful 
study must be made of the moral 
fabric and hazard as revealed by 
the past and as manifested by the 
occasion for or resiliency to financial 
temptation. The outside activities 
of an applicant or employee, the 
mode of living, financial stresses and 
strains, etc., all require careful and 
continuous surveillance and ap- 
praisal. If the tests in these respects 
show negative, the foundation for 
internal control is ipso facto posi- 
tive. 

We may perhaps conclude the 
discussion of improved internal con- 
trol in this way: Procedure abounds 
to corner the rabbit at every turn. 
True, observance of the procedure 
takes time and involves cost. These 
must be related to the risks entailed 
if there is no control mechanism. If 
management concludes to go with- 
out, it must recognize consequent 
possibilities and is presumably pre- 
pared for them. 

Bonding of employees is a solution 
reached in many instances in molli- 
fication of any untoward blow, or as 
less costly than the internal control 
machinery that would be needed. 
Bonding is also of advantage for 


other reasons. The investigations 
made by the surety companies about 
employees to be bonded are fre- 
quently of great assistance in re- 
gard to the personnel factor pre- 
viously described. Furthermore, 
would-be defaulters are no doubt 
seriously disturbed, if not deterred, 
by the knowledge that they may 
have an unflinching surety company 
to reckon with. 

However, employers must recog- 
nize that financial recoupment under 
a bond can come about only if there 
can be assurance that murder will 
“out” and the losses disclosed, and 
their amount proven. The bond ob- 
viously has no significance if the 
dirty work afoot remains in hiding 
because there is no control procedure 
to bring it to light, or establish its 
amount, or for any other reason. 
The bonding companies themselves 
are apprehensive on that score and 
generally refuse to write a policy 
unless they feel that the accounting 
methods and procedures followed 
are such as to make possible proof 
of loss without wrangling. Some of 
the companies even make a critical 
survey of the employer’s accounting 
and control setup and offer recom- 
mendations for improvement. At all 
events, the point is that a bond must 
be implemented by accounting 
weather vanes and thermometers, if 
the bond is to have its full value. 


V 
Attention may now be riveted 
upon the outside or independent 
audit. How can a reorientation in 
auditing procedures dam the fraud 
waters? The study provoked a num- 
ber of possibilities in this respect. 
A time there was when audits 
were surprise affairs. In fact, the 
surprise part was considered an in- 
herent element of an audit. In this 
sophisticated day and age, the only 
one surprised seems to be the audi- 
tor. The cases show that a genuine 


surprise approach would have caught 
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manipulator red-handed. 


many a 
Let us go back to first principles. 
Let us salvage the value of surprise 


check-ups. An excellent opportun- 
ity for this is afforded in bring-up 
work. Let us avail ourselves of it. 
Surprises include not only the time 
when auditors get started but what 
audit step they start with. If cash 
is the conventional beginning point, 
then ever so often receivables can 
be tackled first, or some other phase. 
Auditors must not be taken for 
granted in their procedures, if they 
are to prevent employees from plan- 
ning “around” the audit. 

Control over lapping from the 
standpoint of the internal affairs of 
a company has been considered. 
Audits, too, have a vital role in the 
curbing process. Not only that, but 
the same audit procedure that can 
put lapping on the spot, will also 
serve to waylay kiting and check 
substitutions. The procedure is this: 
In the first place, bank deposits 
should be checked to controlled dup- 
licate deposit slips. If there be no 
such slips, the next best bet, where- 
ever feasible, is the original slip or 
its photostat procured from the 
bank. (We have already indicated 
why the bank-stamped duplicate 
lacks stamina for audit purposes.) 

The second step, of coordinate 
rank with the first, is the review of 
the bank statement for the month 
immediately succeeding the one that 
terminates the audit period. The need 
for this ex post facto review is, 
among other things, to see whether 
inter-bank checks that cleared in 
the period following the one under 
audit may have been furtively used 
in the last deposits of the audit 
period, as a cover for lapping. This 
can be unearthed by reference to the 
date inter-bank checks cleared and 
were charged on the bank statement. 
If the normal time span for deposit 
and clearance is allowed for, the date 
the check was actually deposited 
can be computed. If this brings the 
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deposit date within the audit period 
and yet no such deposit is shown, the 
jig is up for the lapper. 

Equally disturbing to the lapper, 
and significant for many other rea- 
sons, is the verification of customers’ 
balances by direct communication 
from the auditor. Three features 
now conspire to undermine some of 
the value of this step. One is the 
possibility of tampering with ad- 
dresses so that the verification never 
gets to the customer. Where that 
obstacle is hurdled, the indifference 
or lethargy of the recipient can 
throw detection for a loss. Finally. 
even in the hands of an attentive 
recipient, differences are frequently 
taken up and disposed of with the 
bookkeeping department of the 
client, and the needed independent 
control is thus smashed. 

So far as addresses are concerned, 
that is something for internal con- 
trol. Addressing of the envelopes 
or the preparation of address plates 
should always be outside the reaches 
of the bookkeeping department. The 
other two phases are primarily a 
matter of educating business men. 
For their own reciprocal good, at- 
tention to one another’s verification 
requests must be diligently made the 
order of the day. Furthermore, they 
must understand the importance of 
taking up differences only with the 
auditors, and under no circumstances 
with the auditor’s client. 

Auditors can aid in the process if 
their verification letters make the 
specific exhortation about steering 
clear of the client’s personnel. Cer- 
tainly a verification should be re- 
garded as a nullity, and second re- 
quests forwarded, when a verifica- 
tion that should be coming from an 
outsider comes instead from the 
client’s office. 

Fraud frequently lurks in the so- 
called non-ledger asset. The book- 
keeper makes off with recoveries on 
bad debts, or interest on overdue re- 
ceivables, or the proceeds of the sale 
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of waste, etc. From an auditing 
standpoint, control may frequently 
be applied by listing the various 
categories of such non-ledger items 
and recording on the list the amounts 
that the books show have been re- 
ceived. The submission of the list 
to the individuals who should know 
about the respective items may 
touch off mnemonic sparks that will 
result in fruitful inquiry. 

In the larger concern, only a 
staunch memory will do the trick. 
To overcome this, clues will gen- 
erally be derived from other forms 
of internal control that the larger 
concern is likely to have, such as 
shipping and receiving records, claim 
files, check lists, etc. In a detailed 
audit, these documentary aids would 
be fine pointers to the occasion for 
the receipt of non-ledger funds. In 
the smaller concern, the owners or 
executive employees are likely to 
have a better mental set of books 
than physical, and memory will go 
far in detecting omissions, if regu- 
larly tapped as part of internal con- 
trol. The recommended approach is 
negative but none the less valuable. 

The fraud cases also show that 
auditors need to be reminded on 
occasions about the following: Add- 
ing machine tapes are worthless un- 
less run off by the auditors. Non- 
print and non-add devices make pos- 
sible all sorts of disparity between 
the indicated total and the actual 
one. Balanced items may establish 
an arithmetic calm, but may also be 
the hideout of vicious fraud storms. 
No matter how small the amounts 
are, no matter how placid the occa- 
sion may appear, entries on one side 
balanced by entries on another. 
where both are unnatural, should 
excite suspicion. In the same vein, 
erasures and slight irregularities 
should cause an auditor to sit up and 
take notice until he is fully satisfied 
that relaxing is in order. 

Finally, if as a matter of internal 
control, business men learn that 
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trusted employees still require con- 
trol— perhaps because they are 
trusted—then it must perforce fol- 
low that auditors too should take 
trusted employees with a grain of 
salt. A better way of putting it is 
that auditing flourishes where audi- 
tors look upon people and transac- 
tions through the eyes of auditors. 
Faith and credence must be reposed 
somewhere and on someone, to be 
sure. However, this involves the 
faith of auditors, groomed by the 
experience of auditing, rather than 
the “faith of our fathers”. 

The subject of rotation of audi- 
tors was catapulted to the fore be- 
cause of recent happenings. Viewed 
from the objective of fraud detection, 
rotation of auditing firms or mem- 
bers of the staff of the same auditing 
firm has its advantages and disad- 
vantages. A new auditor, like a new 
broom, will make a clean sweep and 
can pick up things not caught by 
the predecessor. However, many 
times frauds are brought to light 
only because of the thorough fa- 
miliarity by the auditor with the 
company’s affairs and its personnel 
and by piecing together things from 
one examination to the other. An 
increased use of surprise audits 
rather than surprise by new auditors 
may go much further in creating an 
impasse for employee frauds. 

However, the sine qua non of 
audit effectiveness revolves not 
about procedures, but about the per- 
sonal traits of the auditor. Bereft of 
alertness or imagination, all the pro- 
cedures in the world may be unavail- 
ing. It is the auditor that makes the 
audit. Audit performance rises only 
to the mental level of the auditor, 
not to the comprehensiveness of the 
audit program. “It ain’t what we 
do, but the way that we do it”. 

We must be sensitive to the scent 
of fraud. We cannot afford to pass 
by, as being without significance, 
the fact that records may be in a 
chaotic condition, or not up to date, 
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or in charge of one person. Over- 
anxiety by the bookkeeper to assist 
in the audit, or the opposite extreme 
of resentment on the part of the 
bookkeeper because of the interfer- 
ence caused by an audit, may all be 
perfectly innocent—but then again it 
may not. That is where the sixth 
sense of auditing enters. Along the 
same line would be subtle bookkeep- 
ing faux pas like the following: 
Secrecy on the part of the book- 
keeper, refusal to take a vacation, 
records missing or under lock and 
key while the bookkeeper is away, 
failure to produce required docu- 
ments promptly, many alterations, 
erasures or different color inks, etc., 
ete, 

The ideal is to become magnetized 
by an auditing electric eye that is 
actuated by the tiniest possibility of 
fraud. Nothing can keep us in bet- 
ter training for the ideal than to 
infuse life into an audit program 
through sustained mental agility, in- 
dependence, and effectiveness. As 
a working guide, we must contin- 
uously put before us this question: 
If we were the client’s employee 
and wanted to get away with every- 
thing possible, overt and covert, how 
could we best go about it? What- 
ever answer we give ourselves sup- 
plies the cue for our examination, in 
check on whether an employee did 
not in fact beat us (and the client) 


to it. That is, of course, on the as- 
sumption that the auditor is engaged 
for such an examination and the 
client is willing to pay for it. Both 
the auditor and the client must be- 
come aware of the pitfalls of audits 
of lesser scope. 


VI 


And when internal control and 
external audit have soared to the 
heavens, will employee frauds be an 
extinct specie? Not a whit! There 
will be no extirpation of fraud until 
the human being is really molded 
in the image of God, and virtue is 
triumphant. In other words, when 
accounting technique attains perfec- 
tion, fraud-doers are likely to be per- 
fect plus. However, if the band of 
separation is only that small “plus”, 
we will have made laudable strides. 
If the case study that has here 
formed our foundation is to be re- 
garded as symptomatic, the head 
start of the fraud-doer today is a 
couple of plusses. 


Auditing has shown sufficient 
plasticity and progress to justify the 
anticipation that the pickings of 
fraud-doers will daily get leaner and 
leaner. Unflinching introspection, 
such as is nade possible by a case 
study, will be one of the laboratory 
methods of leading auditing to the 
promised land. 
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Classified Outline of Types of Fraud Reported in Case Study 
Made by J. S. Seidman, C. P..A. 


(Excluding special cases peculiar to banks, security brokers, etc.) 


Misappropriation of Cash Receipts 


(a) Cash sales (both by salesmen on 
premises and salesmen in field). 


Covered by: 


(1) 


(2) 


(3) 
(4) 


Not recording sales; de- 
struction or omission of 
sales slips. 

Tampering with cash reg- 
ister tapes; understating 
footings of cash sales re- 
ports. 

Charging customer more 
than duplicate slip shows. 
Controversial charges col- 
lected, but reported as un- 
collectible. 


(b) Collections on accounts and 
notes receivable. 

Covered by: 

(1) Lapping (both of bank 
balances and—with cur- 
rency _collections—petty 
cash). 

(2) Kiting, or inter-bank check 


(3) 


transfers. 


Write-off of accounts as 
uncollectible. 
Improper credits for al- 


lowances or discounts. 
Entry in customers’ ac- 
accounts only, concealed 
by: 

(A) Over-footing of cash 
receipts book and 
tampering with add- 
ing machine tapes. 
Tampering with bank 
statements, pass books, 
and customers’ state- 
ments. 

Insertion of fictitious 
ledger sheets at time 
of audit. 


(B) 


(C) 


(6) Reporting fake robberies 


of cash. 


(c) Receipts of miscellaneous in- 
come and credits. 


Covered by: 
(1) Not recording (including 


(2) Recording 


proceeds of _ illegitimate 
note executed to company 


bank). 


as exchange 


item. 


Misappropriation of Disbursements 


(a) Cash on hand. 


Covered by: 
(1) Cashing vouchers a sec- 


(2) 


(8 


) 


ond time. 

Payment of same expense 
out of petty cash and by 
check. 

Use of fictitious vouchers. 
Raising amounts on legiti- 
mate vouchers. 


Cashing worthless “ex- 
change” checks. 
Unauthorized borrowing 


by employee. 

Unclaimed wages and divi- 
dends pocketed, or check 
endorsements forged and 
cashed through petty cash 
fund. 

Transfer of cash from one 
fund to another at time of 
audit. 


(b) Cash with banks. 
Covered by: 


(1) Fictitious 


creditors’ in- 


voices (checks cashed 


through petty cash, secret 
or falsely named bank ac- 
counts, or forged endorse- 
ments). 
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(2) 


(3) 


(4) 


(5) 


(6) 


(7) 


(8) 


(9) 


(10) 


(11) 


(12) 


(13) 


(14) 


Increasing amounts’ on 
creditor’s invoices; refund 
of excess pocketed or split 
with creditor. 

Paying creditors’ invoices 
twice and appropriation of 
second check. 


Failing to record purchase 
returns, allowances, and 
discounts, and appropriat- 
ing check or cash pay- 
ments therefor. 


Payment of fictitious re- 
funds or allowances. 


Increasing telephone and 
electric bills, etc., by em- 


ployee’s personal bills 
from same utility. 
Making off with check 


properly drawn to cred- 
itor. 


Padding payrolls as_ to 
rates, time, production or 
number of employees. 
Fictitious “advances” to 
employees, and neglecting 
to deduct them from sub- 
sequent payrolls. 


Duplicating payment for 
same payroll or invoice by 
two checks signed by each 
of two authorized officers 
or partners. 


Appropriating check to 
“cash” or bank, supposedly 
for creditor’s account, pay- 
ment of note or expense. 

Burying improper dis- 
bursements in personal ac- 
counts of partners and of- 
ficers. 


Altering name of payee or 
increasing amount of 
check after signature. 


Forging checks and de- 
stroying them on return 
by the bank; concealed by 
forcing footings in cash 
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book, or raising amounts 
of legitimate checks. 


(15) Mingling cashier’s funds 
with company funds and 
withdrawing company’s 
funds after cashier’s are 
exhausted. 


(16) Charging illegitimate with- 
drawals to fictitious cus- 
tomers’ accounts. 


Securities (owned or held for safe- 


(a) 
(b) 


(c) 


keeping). 

Unrecorded illegitimate sale, or 
hypothecation for speculation. 
Utilizing securities of one com- 
pany as cover for appropriation 
of securities of another, by of- 
ficer of both. 


Misappropriation of coupons on 
bonds and dividends. 


Merchandise. 


(a) 


(b) 


Illegitimate removal of mer- 
chandise. 


Covered by: 

(1) Overstatement of lists of 
physical inventory. 

(2) Unauthorized requisitions. 

(3) Entry only in stock records 
of fictitious purchase re- 
turns. 


Reporting as received, items not 
received (usually associated 
with collusion between the 
creditor and receiving 


clerk). 


Miscellaneous. 


(a) 


(b) 


(c) 


Undercharging customer (through 
reduction in unit prices, quanti- 
ties or calculation). 


Allowing officer or employee 
free services or merchandise, or 
at reduced rate, when not en- 
titled thereto. 


Manipulating financial showing 
to secure excessive commis- 
sions, bonuses or dividends. 
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The Profession and the Public 


By Mitton E. Loomis 


HIS society is concerned with 

the welfare of a profession that 
has a long and honorable history. 
The accountant deals with concepts 
that lie at the basis of our contem- 
porary civilization. Accounting is a 
true science, in that it involves the 
identification and classification of 
facts, in accordance with tested and 
accepted categories. The scientist 
seeks to discover and expound the 
truth. Truth evolves from order. 
The accountant sets for himself the 
task of reducing the seeming chaos 
of business facts to order, thus to re- 
veal the truth. This is a high calling, 
and those who pursue it with fidelity 
deserve to be considered members of 
a profession. 

On another occasion I was bold 
enough to attempt to define a pro- 
fession, and I will venture to repeat 
that definition here. 


“A profession is a calling for the 
practice of which there is a clearly 
recognized public need, and which 
demands of its practitioners a pe- 
culiar competence, based upon 
specialized knowledges and skills, 
to be acquired only by unusual, 
and unusually arduous, study or 
experience or both.” 


It is unnecessary for me here to 
emphasize the fact that accounting 
fully meets the requirements of such 
a definition. You are engaged in 
work of the greatest importance to 
society and you have acquired spe- 
cialized competence for that work 
by painstaking labor and study. Let 
me devote the short time I have al- 
lowed myself to the consideration of 
the responsibilities inherent in this 
as in every other profession. 


The accountant in a real sense is a 
servant of society. It is, therefore, 
the proper interest of the commun- 
ity, and should be a primary interest 
of every accountant, that every 
member of the profession shall meet 
high standards of professional and 
personal excellence. In the first 
place, the accountant must be com- 
petent. It is for the purpose of se- 
curing competence in the profession 
that, with your enlightened support, 
the State of New York has estab- 
lished ever-increasing educational 
requirements for admission to status 
as a certified public accountant. The 
American people have come to place 
great confidence in their schools, and 
that confidence has, by and large, 
been justified by experience. Par- 
ticularly in the professional fields, 
the success of American schools has 
been outstanding. It seems strange 
today to read (and for some of us to 
remember) that no more than forty 
years ago the introduction of ac- 
counting as a field of study in Amer- 
ican universities was considered a 
dangerous innovation. Progress in 
this area has been startlingly rapid. 
Accounting and business as organ- 
ized curricular material have passed 
through the usual cycles of evolu- 
tion, but the process has been so 
accelerated as to amount to a suc- 
cession of revolutions. At first the 
subject had to justify itself by the 
measure which all too often has been 
the only one known to educational 
administrators—numbers. Students 
had to be attracted and then held, in 
the absence of either academic or 
professional recognition of the ulti- 
mate value of the instruction. In 
these circumstances, the mainte- 
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nance of rigorous standards of ac- 
complishment was difficult, if not 
impossible. Moreover, at the begin- 
ning the materials of instruction 
were inadequate and poorly organ- 
ized. Almost the sole, but nonethe- 
less the decisive asset of that period 
was great teachers and leaders, such 
as Charles E. Sprague and Joseph 
French Johnson. Under the spur 
of the devoted enthusiasm of these 
and other great figures, faculties, the 
profession and the public came to 
realize the significance of organized 
study in the preparation of the ac- 
countant, and step by step new 
ground was won. Today there can 
be no excuse for any but the highest 
standards of academic accomplish- 
ment and, for the most part, our 
schools need offer no excuse. In 
professional education, incompe- 
tence must be early identified and 
ruthlessly weeded out, regardless of 
individual interests, in the protection 
of the profession and the public. 
But competence can not be assured 
by formal education alone. It must 
be tested further by supervised ex- 
perience. I respectfully submit that 
mere experience is not enough. It 
may not be of the right sort, it may 
not include adequate variety, and its 
significance may not register with 
the recipient. In an all too super- 
ficial study of professional educa- 
tion in Great Britain, some months 
ago, I was not surprised to find wide- 
spread reliance upon the system of 
apprenticeship, but I was surprised, 
and somewhat disturbed, to find what 
seemed to me an inadequate sense of 
responsibility on the part of the mas- 
ter for the education of his appren- 
tice. It appeared, on occasion, that 
the apprentice was being used by the 
master for his own ends, and that 
the educational aspects of the experi- 
ences of the apprentice were at best 
incidental and at worst non-existent. 
I believe it to be eminently proper 
for certified public accountants to 
demand a period of practical experi- 


ence of those who seek to enter the 
profession, but I suggest that serious 
thought be given to the validity of 
the measure of that experience here- 
tofore relied upon. That time is a 
factor in experience, no one would 
deny. But time alone is hardly 
enough. The old man who spent his 
evenings sometimes “settin’ and 
thinkin’”’, and sometimes “just set- 
tin’”’ was, in the latter case, passing 
time but not undergoing significant 
experience. I suppose it is possible 
for neophytes to “just set”, figura- 
tively speaking, even in the offices of 
certified public accountants. The 
idea seems to be that this is neces- 
sarily true in any governmental 
office. In my ignorance, | venture to 
suggest that greater weight be given 
to the character and importance of 
the experience so properly required. 
It seems to me possible that discrim- 
inating judgment would show at 
least occasional instances of fruitful 
experience under governmental au- 
spices. [| am at least certain that 
members of the profession, once they 
understood the nature and impor- 
tance of the problem, could be de- 
pended upon to take personal respon- 
sibility that all who came under their 
supervision should be given full op- 
portunity to make of their experience 
a learning process in the fullest sense 
of the phrase. Experience can be, 
and should be, made an essential fac- 
tor in the development of compe- 
tence. 

Finally, we endeavor to test 
competence by independent profes- 
sional examinations. In this field 
yeoman service has been rendered by 
the members of the State Board of 
Examiners. They have labored faith- 
fully and unselfishly to devise and 
administer examinations which 
would effectively discriminate be- 
tween the competent and the incom- 
petent, and they have enforced their 
standards with fearless disregard for 
any interest save the welfare of the 
profession. New York accountants 
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may be proud to note that most of 
the difficulties attending the project 
of an examination of national scope 
arise from the conditions insisted 
upon by our Board, that no national 
examination shall be less rigorous 
than our own. Moreover, the record 
of the Board makes it evident that, 
as the technique of examination con- 
struction improves, and as_ tested 
demonstrations of better procedures 
become available, they will be keen 
to study and courageous to apply 
them for the betterment of the pro- 
fessional examinations. These exam- 
inations are, and must remain, a 
principal buttress in the bulwark of 
the State against incompetence. To 
this end, they must be made as ac- 
curate and reliable as is humanly 
possible in their capacity to identify 
ability and competence. 


But neither the public nor the pro- 
fession should be content with com- 
petence alone. There are less easily 
measured qualities of human person- 
ality that should be given weight 
when we consider the admission of 
people to the responsible post of 
membership in the profession of ac- 
counting. There must be an under- 
standing of the large meanings of 
the work to be done, a capacity for 
interpretation. More and more we 
are realizing that the scientist can 
not wholly fulfill his mission by 
marshalling and classifying facts 
alone. He must inquire into and ex- 
pound their broad significance. In 
the early days, the scientist was 
primarily a philosopher. His ma- 
terials were of necessity largely the 
abstract concepts of pure thought. 
The revelation of the material uni- 
verse gave the scientist stuff to 
handle and to measure. For genera- 
tions he devoted his time to assem- 
bling, listing, classifying facts. To- 
day, science is again becoming philo- 
sophic. The scientist is again turn- 
ing to speculative thought, and is 
constructing a new, utterly abstract, 
but perhaps more meaningful! uni- 
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verse. I suppose there would be dan- 
ger were we to endow accountants 
with too much imagination. Yet ac- 
countants should surely be able to see 
more in their work than the prepara- 
tion of an accurate balance sheet— 
more even than the verifying of an 
inventory—and understand that they 
are, at least in part, responsible for 
the building of a philosophy of busi- 
ness, a philosophy based upon the 
verities of social justice and fair play, 
a philosophy which alone will give 
to business a place on which to 
stand secure against attack from any 
quarter. 


The accountant should understand 
the nature of his responsibility to the 
public. The fact that in most in- 
stances he receives his fee from pri- 
vate sources makes him no less a 
public officer than him whose com- 
pensation comes from public appro- 
priations. The fact that he must earn 
a livelihood makes him no less ac- 
countable for service which is ren- 
dered in the public good without 
thought of compensation. The ac- 
countant who fails to understand the 
public nature of his trust is less than 
a member of a profession. 


I confess that I do not know how 
to guarantee that accountants shall 
possess these capacities and attri- 
butes. They may, in some measure, 
be developed in the classroom, 
though through what specific sub- 
ject-matter or by what specific 
method I could not say. They are 
surely the outcomes of education in 
the larger sense, and the better 
schools do succeed, in some cases, in 
bringing them about. I am quite 
sure that these qualities almost 
wholly escape measurement by ex- 
amination, whether set by schools or 
by Boards of Examiners. It is possi- 
ble that some estimate can be secured 
by a more careful personnel exam- 
ination, particularly if employers 
will make it their business to evaluate 
the personal qualities of their ap- 
prentices. If your Board of Exam- 
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iners should decide to experiment 
with some plan of personality ap- 
praisal, I should hope that they 
would not be content either with a 
few perfunctory judgments or with 
a conclusion based on a single inter- 
view with each candidate. It would 
seem desirable, in justice both to ap- 
plicants and the public, that in each 
case there be secured the largest 
possible number of considered opin- 
ions, based upon adequate personal 
knowledge, and rendered in accord- 
ance with some acceptable, uniform 
system of rating. 

When all is said and done, what I 
am talking about is a professional 
attitude. In spite of all our efforts, 
such an attitude can not be measured 
or taught. It is a contagion and must 
be caught. This contagion can be 
found nowhere save in the profession 
itself. A profession, says the dic- 
tionary, is an “occupation . . . to 
which one devotes oneself.” The idea 
of devotion, while not confined to 
professional life, is necessarily an in- 
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tegral part of it It arises from a con- 
viction of the social worth of the 
work to be done; it engenders the 
enthusiasm that endures hardships 
and creates miracles; it provides a 
satisfaction that is without price. 
The professional attitude—the atti- 
tude of devotion and consecration to 
one’s job—thrives only in a profes- 
sional atmosphere. It must be fos- 
tered by the sympathetic understand- 
ing and encouragement of one’s fel- 
lows. It can not be created by legis- 
lation or by precept. It must be 
palpably manifested in the lives and 
works of you who are of the profes- 
sion, to be transmitted by you to those 
who enter as novices. That is your 
great responsibility. No one can say 
that you are not adequately meeting 
that responsibility. But eternal vigi- 
lance is the price of honor as well as 
of liberty. The ethics of society are 
constantly, though slowly, advanc- 
ing. So must the ethics of the profes- 
sion advance, and you are the agents 
of that progress. 
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NATIONAL BUILDS A COMPLETE LINE 


of 
ACCOUNTING AND BOOKKEEPING MACHINES 


@ The National Cash Register Company builds a complete line 
of Accounting and Bookkeeping Machines for the following kinds 
of work: 


General Bookkeeping 
Accounts Receivable Listing and Proving 
Analysis and Distribution Loans and Discounts—Banks 
Billing Mortgage Loan Accounts 
Building and Loan Accounts Payroll 

Central Proof Control—Banks Remittance Control 
Commercial Accounts—Banks Savings Accounts—Banks 
Country Ledgers—Banks Stock Records 

Credit Union Accounts Transit Letters—Banks 
Dividend Check-Writing and Signing Trust Accounts—Banks 


Accounts Payable 


@ These machines are built to meet different requirements of the 
financial, industrial, educational and retail fields. 


@ Standard machines are built for specific jobs, others are specially 
designed to meet particular and individual needs. 


@ At your service is a staff of competent, experienced men who 
are constantly studying the problems confronting business execu- 
tives and merchants. 


®@ Investigate the advantages of Nationals before you purchase or 
recommend the purchase of any type of Accounting or Book- 
keeping Machine. 


The National Cash Register Company 
205 EAST 42nd STREET, NEW YORK CITY 


Cash Registers @  #Typewriting- Bookkeeping Machines @ Posting Machines @ Analysis 
Machines e Bank - Bookkeeping Machines e Check - Writing and Signing Machines 
Postage Meter Machines ° Accounting Machine Desks e Correct Posture Chairs 
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“WE MET THE HOURS PROBLEM in this office 
BY ELIMINATING NEEDLESS OPERATIONS” 


Many business men find that the 
most effective way to meet the 
Hours Problem is to determine 
which employees are handicapped 
by operations that can be short- 


ened or eliminated. 


The best way to locate the 
unproductive, unneces- 
sary operations that ham- 
per an office force in its 
work is by a desk-to-desk survey. And the best start 
toward meeting the problems thus set up is to inves- 
tigate the many new and improved Burroughs machines 
and features that save time and money by providing 
practical short-cuts. Your local Burroughs represent- 
ative is available for any information you may want— 
any service you may require. We suggest that you 
phone him—or, if more convenient, write direct. 


BURROUGHS ADDING MACHINE COMPANY 
DETROIT, MICHIGAN 


Burroughs 
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Investigate the 


PEG-BOARD METHOD 


Abplicable to distribution of 


SALES COSTS 
PAYROLL MATERIAL 
EXPENSE STOCK CONTROL 


The Peg-Board, when used in com- 
bination with the Comptometer, offers 
an exceptionally fast, accurate and eco- 
nomical means of handling distributions 
and analyses of various kinds. 


The Peg-Board makes possible the 
utilization of figures taken from their 
originating point or source to produce 
final results, thus eliminating time and 
cost of posting to intermediate records. 


For full information write to 
FELT & TARRANT MFG. CO. 
1735 N. Paulina St., Chicago, IIl. 
or phone Mr. H. L. Gilman, District Manager 


299 Broadway, New York, N. Y. 


Subscription 


New York CERTIFIED PUBLIC 
ACCOUNTANT 


MONTHLY BULLETIN 
Two Dollars Annually 


Office of the 


NEW YORK STATE SOCIETY 
OF CERTIFIED PUBLIC ACCOUNTANTS 


15 EAST 41st STREET, NEW YORK CITY 
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THIS LABEL 
helps us fight caneer! 


‘THOUSANDS of anxious people, every 
year, are directed through New York City Cancer Committee courtesy 
cards to hospitals where their cases are diagnosed and treated ... 
either free, or in proportion to their ability to pay. 


Help save these lives! Your dollar will do this. In addition, you will 
receive a supply of Package Labels, and our Quarterly Review giving 
you the latest information on cancer. 


NEW YORK CITY CANCER COMMITTEE 


of the American Society for the Control of Cancer 
130 East Sixty-sixth Street, New York, New York 


For $1 enclosed, please send me a supply of your Package Labels. I 
understand that in addition you will send me your Quarterly Review. 


Name. 


Street 


City. State 


Persons living outside New York City and Long Island may write for local information to 
headquarters: American Society jor the Control of Cancer, 350 Madison Avenue, New York 
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